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Founded in 1967 ALOG (NASDAQ)
Included in Standard & Poer’s SmallCap 600 index

ANALOGIC CORPORATION is a growth-oriented, high-technology, signal and image processing company.
We focus primarily on supplying Orizinal Equipment Manufacturers (OEMs) and end users in two large, rap-
idly growing international markets — Health and Security. As a leading developer and OEM supplier of Com-
puted Tomography (CT), Magnetic Resonance Imaging (MRI), Digital Radiography (DR}, and Ultrasound
equipment, our products range from complete systems to high-performance digital front-end subsystems that
enable high-resolution image processing for many modalities. Our inventions and innovations have helped re-
define the industry, enabling new applications and creating new markets. Real-time CT scanning, commercial
multislice CT systems, solid-state I Rl amplifiers, and immersibte ultrasound transducers for surgery, are just
a few of our major contributions. We help our customers, which range from relatively little-known start-up
companies to the best-known namies in medical imaging, to establish or enhance leadership in therr respec-
tive markets, Our knowledge and 2xperience in medical imaging are also being applied to the young, evolv-
ing field of security imaging. We developed the first dual-energy, multislice CT-based automatic Explosives
Detection System (EDS) to screen checked baggage for aircraft, generating three-dimensional images of all
objects in a bag. That technology is the foundation of our new generation of security systems being deve!-
oped to address the needs of emrerging aviation security markets. Given our substantial technology portfo-
lio and international markets tha: are exhibiting strong long-term growth, we believe that Analogic is well

positioned to generate long-term growth for our shareholders.




Shareholders Letter

Fiscal 07 and recent months have been a time of significant

transition and accomplishment for Analogic.

Dear Shareholders,

 joined the Company in May 2007, following John Wood's decision in November 2006 to retire as President
and CEQ.The Board asked Founder Bernard Gordon to immediately step in and serve as Executive Chair-
man on an interim basis until a new CEO was selected. Much was achieved in the midst of this transition. As
you will see below, our medical technology and clinical ultrasound businesses enjoyed solid growth, but we
believe they can do even better. Our digital radiography business incurred significant losses in fiscal 2007, but
we embarked on a course of action to eliminate losses in that segment by the beginning of the next fiscal
year. Our security business also operated at a modest loss, but again we took steps to ensure that segment
will run profitably at the current level of shipments, anc we believe we are well positioned to take advan-

tage of evolving opportunities in new security imaging markets. During fiscal 2007, we began restructuring




the roles and responsibilities of our senior management team. In July Doug Rosenfeld joined the Company
as Vice President of Human Resources, and later John Fry joined us as Vice President, General Counsel, and
Corporation Secretary; as did John F'(>'Connor asVice President of Engineering, and Peter Cempellin asVice
President and General Manager of the Securtty Systems Division. | am confident we have considerably
strengthened an already strong management team to lead the Company into a new era of growth and prof-
itability. Revenues for fiscal 2007 were down slightly, to $340.8 million from $351.4 million a year earlier. Net
income from continuing operations irr proved to $15.4 million, or $1.10 per diluted share, compared with $4.6
million, or $0.33 per diluted share, an increase of $10.8 million from a year earlier. Net income for the twelve
months ended July 31,2007, was $15.4 million, or $1.10 per diluted share, compared with a net income of

$25.Imillion, or $1.81 per diluted share, a year earlier:

Our core medical business was quite healthy in fiscal 2007. Medical Technology Product revenue was $28%.5
million, up $22.3 million, or 8%, due to increased sales of imaging subsystems to OEMs. Sales of multislice Data
Acquisition Systems (DASs) for Computed Tomography (CT) were up significantly. as were sales of “partially
complete” CT systems to OEM cus:omers. Sales of power systems for Magnetic Resonance Imaging (MRI}
were up, as were sales of OEM ultrisound probes and transducers by our Sound Technology, Inc. {STI) sub-
sidiary, Revenues for B-K Medical, our clinical ultrasound subsidiary that markets directly to end users, were

up 9% for the year.

Our Digital Radiography (DR) busir ess was not healthy, incurring a loss of $26.3 million. Early in the year the
Company committed to eliminating those losses and took an asset impairment charge of $9.7 million related
to its DR business. Near year end, we ceased marketing DR systems directly to end users through a subsidiary,
a significant source of those losses. Though we had distribution issues, the innovative DR systems we devel-
oped have been very well received by customers, so we are exploring opportunities to supply the equip-
ment to OEMs with existing distrib tion channels for high-performance digital radiography systems. Recently,
we signed a non-exclusive agreement with an international medical firm to supply complete DR systems and

subsystems. Although our Anrad subsidiary, which suppiies flat-panel detectors for direct digital radiography,.




ran at a loss in fiscal 2007, Anrad represents a solid growth opportunity that justifies continued investment.
During the year Anrad signed a major; multi-year supply agreement with Siemens to provide agvanced Fuil-
Field Digital Mammography (FFDM) detector plates for mammography systems that are tomosynthesis ca-
pable. This business should ramp up gradually in 2008 and grow substantially in 2009. We expect our DR
business to run at a break-even level by the end of fiscal 2008, followed by substantial long-term growth, in

part because of the strong growth shown in the women's health market.

Security Technology Product revenues were $40.6 million, down $23.8 million, or 37%, due primarily to an
expected short-term reduction in orders for EXplosive Assessment Computed Tomography (EXACT®) sys-
tems. EXACTSs are incorporated into L-3 Communications’ eXaminer® 3DX Explosives Detection Systems
(EDSs) installed at approximately half the major airports in the United States and many overseas. The re-
duced EXACT shipments and cost overruns in several development projects generated a loss of $3.8 mil-
lion in Security for the year. Steps have been taken to ensure that the secunity business will be profitable going
forward at current shipment levels. During the fiscal year we received an order for EXACTs worth up to $36

million, followed by an additional $17.5 million order in September.

The cornerstone of our future is new product development. During the year our CT subsystem products
were re-engineered across the board. We began shipping our first 16-slice Data Management Systems
(DMSs), an integrated CT DAS/Detector. to a major customer, and delivered our first DASs for ultra-wide-
area detectors. Prototypes of our first 3.0 Teslz, 8-channel multi-excite Radio Frequency (RF) amplifiers for
MRI were delivered to muitiple customers. We completed, for multiple customers, feasibility studies of
Powertink™ (patents pending), an innovative non-contact system for transmitting power from a CT gantry
to its rotating disk. STI completed development of a number of new uitrasound probes, and B-K Medical, our
clinical ultrasound subsidiary, introduced the Falcon Premium, an affordable black-and-white system for of-
fice urology. After year end, B-K Medical announced the Pro Focus OR, the first dedicated uitrasound sys-
tem for the operating room. B-K Medical is also focusing part of its development effort on imaging and

understanding the pelvic floor, another area of rapidly growing interest in women's health.




New product development for the security imaging market is also proceeding well. The U.S. Transportation
Security Administration (TSA) ordered 5 prototypes of our COBRA® Automatic Explosives Detection Sys-
tem (Auto-EDS) for the checkpoint t2 be placed at several airports as primary screening equipment. In late
July 2007, the first COBRA unit was installed at Cleveland Hopkins International Airport, followed several
months later by one at Baltimore/Washington International Airport. In October 2007, the TSA gave us an in-
definite Delivery Indefinite Quantity {IDIQ) agreement for up to 40 COBRA systems over 2 years, at a po-
tential value of $37.5 million. The IDIQ also included up to $40 million for engineering over five years for a
combined maximumn potential contract value of $77.5 million. The COBRA is well along in the TSA certifi-
cation process. The KING COBRA, c esigned to screen checked baggage at small to mid-sized airports, is also
in certification testing, The XLB™ | 100, a high-speed eXtra Large Bore system designed to meet the evolv-
ing needs of large, heavy traffic airports with automatic baggage handling systems, was recently submitted for
certification testing. We see a brighi. future for both our health and security technology. With a strong man-
agement team in place and the considerable capabilities of our engineering and manufacturing staff, we be-
lieve that the Company is faying 2 strong foundation for growth as “The World Resource for Health and

Security Technology.”

Sincerety,

7/

Jim Green
President and Chief Executive Officer

December [0, 2007






HEALTH Technology

Analogic is widely recognized in th2 industry for its technological achievements in medical imaging. We in-
vented real-time X-ray Computed Tomography (CT) imaging over thirty years ago, and quickly became a
leading OEM supplier of Data Acquisition Systems (DASs) and other subsysterms for CT. In the 1990s, we de-
veloped the first commercial 24-sl ce CT, and in 2003, the first true 64-slice DAS. We have employed our
knowledge of CT beamlines to develop complete and partial CT systems for innovative multi-modality sys-
tems. Healthcare's most advanced radiotherapy system (left), for example, combines a CT systemn with a lin-
ear accelerator to better locate and treat cancer. We have demonstrated leadership in MRI, where we
developed the first high-power solid-state Radio Frequency amplifiers. Similarly, we are a leader in clinical ul-
trasound, where we developed the first immersible transducers for surgery, renowned application-specific

transducers, and the first full-featured ultrasound system for the operating room.




COMPUTED TOMOGRAPHY- Today the Company develops a broad spectrum of advanced CT data ac-
quisition electronics for multiple OEM customers. The world's largest OEM supplier of CT DASs, we supply
a fuil spectrum, ranging from single-slice to industry-leading volumetric CT DAS systems. We developed the
first commercial multislice DAS over a decade ago, and have been developing proprietary Application-Spe-
cific Integrated Circuits (ASICs) to expand multislice capabilities since then. Volumetric CT has greatly ex-
panded CT applications, especially in cardiology, where cardiologists can now ootain high-resolution, 3-D
images of the human heart (right) in several rotations of the gantry. Clinicians can acquire, in a matier of sec-
onds, data that previously required expensive, invasive procedures and hospitalization, CT angiography. for ex-
ample, is a powerful tool to evaluate patients who are suspected of having coronary artery disease (smaller
images, right) and who otherwise would undergo an invasive catheterization. Multislice CT is also being used
to quickly evaluate emergency patients who are admitted reporting chest pain. Multislice CT is enabling other
new applications as well, such as virtual colonoscopies, where it is proving valuable in identifying lesions out-

side the colon as well as inside.

We also provide integrated CT DAS and detector systems, sometimes called Data Management Systems
(DMSs), including innovative wide-area detectors based on our tileable architecture. DMSs provide a higher
level of system integration for our OEM customers that reduces their costs and time to market. DMSs rep-

resent a rapidly growing aspect of our medical imaging business.

Our experience in CT, from front-end subsystems to complete systems, has led to a rapidly growing business
in developing CT beamlines and “partially complete” CT systems for innovative multi-modality systems that
combine or “fuse” images from two different modalities. We supply bearnline components for the industry's
leading SPECT-CT (Single-Photon Emission Computed Tomography-Computed Tomography) system. The
CT portion of the system provides morphologic information, i.e., a precise physical roadmap of the region of
interest, complementing the funciional or physiological imaging data provided by the SPECT system. The CT

also provides image attenuation correction.
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We supply the gantry, including the mechanical and elecirical foundation, the control computers, the drive
mechanism, and the CT DAS for a revolutionary system that is redefining radiotherapy. The system uses CT
to precisely locate lesions immediately prior to administering therapy. The CT images enable our customer’s
proprietary software to physically align the radiation treatment to the patient's position and current physiol-
ogy, and to monitor the patient and dosage throughout the treatment (left}. These capabilities help ensure
that optimal radiation doses hit diseased tissue, while significantly reducing the potentially negative side effects
of irradiating healthy adjacent tissue. We are also working on “partially complete” CT systems to be com-

bined with other imaging modaiities.

Analogic has a history of developing technologies that have broad application and revolutionize the industry.
This past year we introduced operating prototypes of a new enabling technology called the Powerlink™ sys-
tem (patents pending}, a revolutionary non-contact, high- and low-voltage power system for CT and other
modalities that employ rotating gantries, PowerlLink allows cusiomers to greatly reduce the volume, weight,
and complexity of components spinning on the gantry, decreasing cost and significantly increasing reliability.
Powerlink's scalable architecture enables customers to reduce development cycle time for successive gen-
erations of products. Powerlink is also employed in the prototypes of the largest, fastest, and most sophisti-

cated CT we have ever designed, the XLB1100 checked baggage scanning system.

DIGITAL RADIOGRAPHY - The famifiar two-dimensional X-ray, the single most common medical imaging
modality today, is quickly migrating from analog (film-based) to digital technology. Through our Anrad subsidiary,
Analogic is a leading developer of flat-panel digital radiography detectors, the key component in digital X-ray
systems. Anrad develops proprietary amorphous Selenium Direct Digital Radiography (DDR) detectors,
which produce what are widely recognized as the finest radiographic images in the industry. These detectors
- somewhat similar in principle to the much smaller, simpler sensors used in personal digital cameras ~ cap-
ture image data directly on a patented amorphous Selenium layer deposited on a thin-film transistor array.

Anrad's proprietary detectors are recognized for having very high Detector Quantum Efficiency (DQE), fast







acquisition rates, extremely low-noise electronics, and ghost-free operation, enabling superlative image qual-
ity and high patient throughput. Anrad supplies a {4-inch, flat-panel detector for real-time digital fluoroscopy,

providing up to 30 frames per second, and a growing family of mammography detectors.

This year, Anrad entered into an agreement with one of the world's largest and best-known medical com-
panies to supply flat-panel detectors for next-generation Full-Field Digital Mammography (FFDM) that are par-
ticularly suitable for use in tomosynthesis systems. Breast tomosynthesis involves the acquisition of X-ray
images at numerous different angles to construct three-dimensional images of the entire breast. These sys-
tems (right) are expected to enhance diagnostic capabilities, leading to reductions in the false-positive rate,

unnecessary biopsies, patient discomfort, and medical care costs.

Analogic also develops and manufactures complete digital radiography systems and subsystems for OEM cus-
tomers. These include advanced single- and dual-detector configurations designed for high-volume general

radiography, emergency, and orthopedic applications.

MAGNETIC RESONANCE IMAGING - We are the leading OEM supplier of solid-state Radio Frequency
(RF) amplifiers, or power systems, for MR, and have been since the technology first emerged over two dec-
ades ago. Analogic developed the first high-power solid-state RF amplifiers, which increased reliability, and re-
duced component and maintenance costs. All Analogic RF models feature precision gain and phase linearity,
and patented Analogic technolegy. using proprietary FET devices, hybrid combiners, and low-noise switching
power supplies. We supply power sysiems for whole-body MRI systems ranging from low-field, 0.3T (Tesla)
systems used in much of the developing world, to the |.5T systems widely used throughout North America,
Europe, and the Pacific Rim, to the powerful 3.0T systems that have now moved from academic and research
facilities into the general-purpose imaging suite. Clinicians can increase resolution and reduce scan times with
30T MR, which is more effective for the radiologist, and improves patient throughput. In addition to per-

forming routine scans superbly, 3.0T MRI adds imaging capabilities, enabling new applications such as angiog-
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raphy and cardiac scanning. Our capabilities enable us to also meet niche market needs, including dedicated

extremity units for orthopedic and similar applications.

Qur most recent innovation is the multi-excite, mufti-channel RF amplifier. Signal attenuation can be a prob-
lem wath large patienis, especially on powerful 3.0T and larger systems {right). Our multi-channel (two-to-
eight-channel) architecture can significantly improve image quality while reducing acquisition time. This year we

began shipping prototypes of our first 3.0T, B-channel, multi-excite RF amplifiers to multiple customers.

PHYSIOLOGICAL MONITORING — The Company's expertise in signal acquisition and processing is also ap-
plied in non-imaging applications such as physiclogical monitoring. We supply the LIFEGARD® Family of non-
invasive vital signs and specialty monitors, which are sold exclusively through CAS Medical Systems, including
the innovative FETALGARD® Lite, a compact, lightweight antepartum fetal monitor with extensive commu-
nications capabilities. Dr. Jason Collins of the nonprofit Pregnancy Institute uses the FETALGARD Lite in an
innovative program to help prevent recurrent stillbirths due to Umbilical Cord Accidents (UCAs). In this
program, an expectant mother who has previously lost a child due to a UCA, uses the FETALGARD Lite to
monitor herself and the fetus at home briefly each night during the last weeks of her pregnancy (right). The
data is downloaded nightly to Dr. Collins via the Internet. If unusual stress is detected, and umbilical cord
compression is suspected, the expectant mother is advised to go to the hospital promptly. Dr. Collins’ study

is not yet complete, but it offers considerable hope to families who have suffered a previous stillbirth.

A world leader in measuring cardiac output, Analogic uses invasive, minimally invasive, and non-invasive tech-
nology to enable clinicians to provide the level of monitoring appropriate for their clinical environment. At the
forefront of rapidly evolving trends, we are developing monitering capabilities on micro cards that can be in-
serted into small “pods” and connected directly to customers’ existing monitors. The traditional monitor pro-
vides the screen, the power supply, and the user interface, but the physiological data is actually gathered by
sensars connected to these application-specific cards. This innovative approach helps OEMs add significant

capabilities to existing platforms, while reducing costs.










ULTRASOUND- Analogic is a technology and niche-market leader in medical ultrasound through two sub-
sidiaries. Sound Technology, Inc. (ST1) a leading OEM supplier of acoustic arrays, develops diagnostic linear and
tightly curved array ultrasound transducers and probes in special acoustic packaging for niche markets, in-
cluding OB/GYN, urological, and surgicai applications. ST piayed a key role in developing the 8818 and 8848
transducers (left), and is currently developing advanced probes for emerging gastroscopic. endoscopic, and vas-
cular applications. B-X Medical is a viorld-class supplier of complete clinical ultrasound systems and specialty
transducers for end users, particularly for surgical and urclogical applications. The Pro Focus 2202 is B-K
Medical's premiere ultrasound console platform. 8-K Medical recently introduced the Pro Focus OR, the first
full-featured ultrasound system that works as an integrated part of the Operating Room (OR) (lower right).
Suspended on an OR boom, it provides surgeons the ultrasound capabilities they need during surgery quickly

and easily, with freedom of movement within the sterile area.

B-K Medical’s leadership is due to its application knowledge as evidenced by the revolutionary 8818 triplane
prostate transducer (upper left). Pre iously, urologists were instructed exclusively in one of two techniques to
image the prostate: endfire, which facilitates apical biopsies, or simultaneous biplane imaging (upper right),
which aids in needle placement, a t2chnique introduced by B-K Medical. The 8818 combines endfire and si-
multaneous biplane capabilities in a single transducer, enabling urologists to see all sections of the prostate in
all planes with excellent resolution and to see lesions better with only one guide and one insertion of the
probe. The red and yellow panels in the graphic (overiay) show the simultaneous transverse and sagittal planes,
and the blue, the sagittal plane of th2 endfire section. The world leader in imaging for brachytherapy,a method
for the treatment of localized prost ite cancer, this year B-K Medical introduced the 8848 (lower left) prostate
brachytherapy transducer to provice clearer, more detailed images for radioactive seed implantation into the
prostate, B-K Medical continues tc help pioneer new specialty ultrasound applications, With its extensive
range of specialty transducers, especiaily the 8848, B-K Medical is working to improve the diagnostics and treat-
ment of incontinence in women, a r2latively common consequence of childbirth. The company is working with
urogynecologists and other specialisis to establish techniques that will enhance understanding and treatment

of this condition.
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. - SECURITY Technology
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Analogic's expertise in medical CT is being applied to the growing security imaging market. During the late
1990s, Analogic developed the wo Id's first dual-energy, 24-slice CT-based checked baggage scanner, able tc
image in real time all the contents of an entire bag in 3-D. The EXplosive Assessment Computed Tomogra-
phy (EXACT®) System is the heart of the eXaminer® 30X scanner marketed exclusively by L-3 Communi-
cations. Over 800 EXACT systems are now scanning checked baggage at airports across North America,
Europe, and Asia. We also applied our CT knowledge and experience in developing the COBRA Automatic
Explosives Detection System (Auto-EDS) for the airport checkpoint of the future (feft). This new system is
able to automatically detect weapons and much smaller quantities of explosives than can checked baggage

scanners, which is critical as the threat of smuggling explosives components onte aircraft remains high.




The COBRA can scan up to 400 bags or bins per hour. Unlike the conventional X-ray systems currently used
at airport checkpoints, COBRA uses volumetric CT-based image data to create high-resolution 3-D images
in real time that substantially improve the ability of checkpoint inspectors to screen carry-on baggage. The
screen (upper right) shows a 2-D preview image, highlighting an explosive. The screen (lower right) shows a
3-D image of a laptop in the bag, which can be rotated and viewed from any angle. Travelers have been de-
lighted to learn that when COBRA is used they do not need to remove laptop computers or 3- (-1 bags from
their carry-on, which dramatically improves passenger checkpoint efficiency. An automatic Bin Return System
was integrated with the COBRA to return empty bins to the front of the system which, in conjunction with
other innovative bag tracking features, provide for immediate operational savings at each checkpoint where
the COBRA is deployed. The US. Transportation Security Administration (TSA) has installed pilot COBRAs
at several major airports and has piaced a blanket order for up to 40 production units. Certification by the
TSA and installation of systems at leading airports around the country should generate what we believe

could be a significant market for non-aviation applications.

The Company is developing two additional screening systems to meet evolving checked baggage market
needs. The KING COBRA is an enhanced version of the COBRA system designed to screen checked bag-
gage at small to mid-sized airports. Typically, these smaller airports rely on costly, labor-intensive Explosives
Trace Detection (ETD} technology or hand searches to screen a comparatively small number of bags per hour
compared to the large EDSs. The KING COBRA can scan up to 300 bags as a standalone sysiem, or 400 bags
when integrated into an automatic baggage handfing system. The XLBI 100 is designed to address the rap-
idly growing needs of large, heavy traffic airports. Extending the limits of CT technology, the XLB (eXtra
Large Bore) scans up to 1100 bags an hour in an advanced EDS network, with a reduced false-positive rate.
The XLB is the first commercial application of our revolutionary PowerLink non-contact power system, which
reduces downtime and maintenance costs for the system. The XLB provides the highest-power, dual-energy
screening and enhanced-resolution, volumetric, 3-D imaging to meet today's terrorist threats. Both the KING

COBRA and the XLBI 100 are expected to be certified during 2008,
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‘PARTI

item 1.  Business
Developments During Fiscal Year 2007

All dollar amounts in this Itemn | are in thousands except per share data.

Total revenues from continued operations of Analogic Corporation (hereinafter, together with its
subsidiaries, referred to as “Analogic” or the “Company”) for the fiscal year ended July 31, 2007 (“ﬁsca] year
2007"), were $340,782 as compared to $351,445 for the fiscal year ended July 31, 2006 (“fiscal year 20067). Net
income for fiscal year 2007 was $15,380, or $1.10 per diluted share, as compared to $25,066 or $1.81 per, diluted
share, for fiscal year 2006. Net income in fiscal year 2007 includes income before taxes on the sale of the =
Company’s 17% ownership interest in Bio-Imaging Research, Inc. (“BIR”) and related dividend income totaling
$4,036. Net income from continuing operations for fiscal year 2007 was $15,380, or $1.10, per diluted share, as
compared to $4,600, or $0.33 per diluted share, for fiscal year 2006. Net income in fiscal year 2006 includes a
gain of $20,207, or $1.46 per diluted per share, from the sale of the Company’s wholly owned subsidiary
Camtronics Medical Systems, Ltd. (“Camtronics™).

As a result of continuing losses in its digital radiography business and a negative business outlook, the
Company evaluated the net realizability of all of the related assets at October 31, 2006. As a result, the Company
recorded an asset impairment charge of $9,705 associated with the write-down of the Company s digital
radiography system business assets to their estimated fair values as a group based upon the present value of
estimated future cash flows of the business. Of the $9,705 in asset impairment charges, $8,625 was recorded to
cost of sales and $1,080 was recorded to operating expenses. The $8,625 asset impairment charge recorded to
cost of sales included $4,144 related to inventory, $4,191 related to a software license, and $290 related to other
assets. The $1,080 asset impairment charge recorded to operatmg expenses included $696 related to capitalized
software under development at the time and $384 related to other assets, During fiscal year 2007, the Company
continued to consider several aliernatives regarding how to reduce future losses of the digital radiography
business. In August 2007, the Company notified customers of its subsidiary, ANEXA Corporation (“Anexa”),
that sales and marketing of Anexa products would cease immediately, but that Analogic would continue to
service and support the products previously sold to customers for the foreseeable future.

On November 1, 2006, the Company sold centain assets and liabilities of its wholly owned subsidiary,
AnaSky Limited, formerly known as SKY Computers, Inc. (“SKY™), including its obligation to service
previously sold products, for a price of $405. The $405 includes $225 in cash paid at closing, $150 in cash paid
in December 2006, and the assumption of $30 in liabilities. The Company recorded a gain of $205 from the sale
in fiscal year 2007.

On November 8, 2006, John W. Wood Jr. resigned as the Company’s President. Mr. Wood’s retirement as
the Company’s CEQ and as a director was effective December 31, 2006. The Company’s Board of Directors (the
“Board”) appointed Dr. Edmund F. Becker, Ir. as President and Chief Operating Officer effective November 8,
2006, on an interim basis. The Board appointed Bernard M. Gordon as Executive Chairman and John A. Tarello,
the Company’s former Chairman of the Board, as Vice Chairman of the Board, on an interim basis while a search
for a successor to Mr. Wood was conducted. As Executive Chairman, Mr. Gordon served as Chairman of the
Board and as the Company’s principal executive officer. On May 7, 2007, the Board appointed James W. Green
as the Company’s President and Chief Executive Officer, effective May 21, 2007. Effective May 21, 2007,

Mr. Gordon ceased being the Company’s Executive Chairman and principal executive officer, but continued to
serve as an advisor to the Company through July 31, 2007. Mr. Gordon will continue to serve as Chairman of the
Board. Also effective May 21, 2007, Dr. Becker ceased being the Company’s President and was appointed as
Executive Vice President, while maintaining his role as Chief Operating Officer.




On May 23, 2007, BIR declared a dividend, of which $1,429 was paid to the Company on May 24, 2007.
This investment was accounted for under the cost method and the book value was $200 on May 24, 2007. On
May 24, 2007, the Company sold its entirz ownership interest in BIR for $3,714, of which $2,807 was paid in
cash upon closing and the remaining $907 will be held in escrow for a period of up to two years from the date of
closing to secure any indemnification claims. The Company recorded income before taxes on the sale and related
dividend income of $4,036 during fiscal year 2007 based on the cash received through July 31, 2007. The
escrowed balance, less any amounts used to satisfy indemnification claims, will be recognized as income as the
cash is received. On September 4, 2007, the Company received $84 of the $907 held in escrow, which will be
recorded as income in the first quarter of the fiscal year ending July 31, 2008 (“fiscal year 2008").

On June 7, 2007, the Company announced that its Board on June 5, 2007, had authorized the repurchase of
up to $60,000 of the Company’s Common Stock. The repurchase program was funded using the Company’s
available cash. During the fourth quarter >f fiscal year 2007, the Company repurchased 818,030 shares of
Common Stock under this repurchase prcgram for $60,000 at an average purchase price of $73.35 per share. The
repurchase program was completed on July 26, 2007.

Description of Business

Analogic was incorporated in the Commonwealth of Massachusetts in November 1967. Analogic is a
leading designer and manufacturer of advanced health and security systems and subsystems sold primarily to
Original Equipment Manufacturers (“OEMs”). The Company is recognized worldwide for advancing
state-of-the-art technology in the areas of Automated Explosives Detection, Computed Tomography (“CT”),
Digital Radiography (“DR”), Ultrasound Magnetic Resonance Imaging (“MRY"), Patient Monitoring, and
Advance Signal Processing. Analogic’s (JEM customers incorporate Analogic’s state-of-the-art products into
systems used in health and security appli ations. One of Analogic’s subsidiaries sells products under its own
name directly to niche end-user markets.

Analogic conceives, designs, manufactures, and sells standard and customized high-precision data
acquisitton, and signal and image-processing-based medical and security systems and subsystems. For decades,
Analogic has been a leader in the application of precision analog-to-digital (“A/D”) and digital-to-analog
(“D/A”) conversion technology. This technology involves the conversion of continuously varying electrical
signals in analog form, such as those repesenting temperature, pressure, voliage, weight, velocity, and
ultrasound and X-ray intensity, into and rom the digital form required by medical and security imaging and
menitoring equipment, and other data processing equipment, as well as in subsystems and systems based on such
technology.

In addition to precision measurement, many of Analogic’s products perform very high-speed, complex
calculations on the data being analyzed. Thus, Analogic’s products are an integral part of the communications
links between various analog sensors, detectors, or transducers, and the people or systems that interpret or utilize
this information.

The Company operates primarily within two major markets within the electronics industry: Medical
Technology Products and Security Technology Products. Medical Technology Products consists of three
reporting segments: Medical Imaging Products, which consists primarily of electronic systems and subsystems
for medical imaging equipment and patient monitoring; Digital Radiography Products, which consists primarily
of X-ray detectors and direct digital radiography systems for diagnostic and interventional applications in
mammography, cardiac, orthopedic, and general radiology applications; and B-K Medical ApS (“B-K Medical™)
for ultrasound systems and probes in the urology, surgery, and radiology markets. Security Technology Products
consists of advanced explosives detection and weapon-and-threat detection systems and subsystems. The
Company’s Corporate and Other segment represents the Company’s hote! business, net interest income, and
other Company operations, primarily analog-to-digital converters and supporting modules. Due to the
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Company’s change in management and the information reviewed by the Company’s principal executive officer
during the second quarter of fiscal year 2007, the Company performed a review of its segment reporting
disclosure under Statement of Financial Accounting Standards (“SFAS™) No. 131, “Disclosures about Segments
of an Enterprise and Related Information”. Based on that review, the Company determined that it has an
additional reporting segment under Medical Technology Products called Digital Radiography Products. (See
Note 18 of Notes to Consolidated Financial Statements.) In August 2007, the Company notified customers of
Anexa, which is included in the Digital Radiography Products segment, that sales and marketing of Anexa
products would cease immediately, but that Analogic would continue to service and support the products
previously sold to customers for the foreseeable future.

Medical Imaging Products

Medical Imaging Products, which accounted for approximately 38% of product and engineering revenue in
fiscal year 2007, consists primarily of electronic systems and subsystems for medical imaging equipment and
patient monitoring equipment.

A number of Analogic’s medical imaging detectors and data acquisition systems are incorporated by
manufacturers around the world into advanced X-ray equipment known as CT scanners. These scanners generate
images of the internal anatomy for medical diagnostics. Analogic’s detection and data acquisition systems allow
its customers to remain at the forefront of this rapidly advancing field in terms of increased resolution and more
rapid data acquisition. The Company also manufactures other CT subsystems incorporating its proprietary
technology. Some of these CT systems are integrated with other technologies, such as radiotherapy systems. The
Company also designs and manufactures other advanced subsystems for its OEM customers, such as Radio
Frequency (“RF") amplifiers and Gradient Coil (“GC”) amplifiers for use in medical MRI scanners, ultrasound
tomographic systems for breast imaging, and florescent molecular imagers using optical tomography for the
pharmaceutical industry.

Sound Technology, Inc., a wholly owned subsidiary, develops and manufactures ultrasound transducers and
probes for a broad range of clinical applications. These products are supplied to a global customer base of
ultrasound system OEMs, including B-K Medical, a wholly owned subsidiary.

The Company manufactures a variety of multi-functional, custom patient monitoring instruments for OEM
customers and the co-branded LIFEGARD® family of non-invasive patient and ante partum fetal monitors
marketed by CAS Medical, of Branford, Connecticut. Instruments include vital signs monitors as well as
invasive, minimally invasive, and non-invasive specialty monitors. The Company is recognized as a world leader
in the measurement of continuous cardiac output and in non-invasively measuring a growing number of specialty
parameters. These monitors are designed to be used in a wide variety of hospital settings, including the
emergency room, intensive care units, sub-acute units, and general care and surgical centers, as well as in clinics,
physicians’ offices, and the home.

The Company manufactures fetal monitoring products for acquisition, conversion, and display of
biomedical signals under the FETALGARD® brand. These monitors, designed for use in ante partum
applications, have the capability to non-invasively measure, compute, display, and print fetal heart rates,
maternal contraction frequency, and relative intensity to determine both maternal and fetal well-being.

Digital Radiography Products

Direct Digital Radiography Products (“DDR™) accounted for approximately 6% of product and engineering
revenues in fiscal year 2007. DDR systems use a solid-state, flat-panel, detector technology consisting of a
scintillator coating over a Thin-Film-Transistor (“TFT") array to convert X-rays into electrical signals, digitize
these signals, and create an image. DDR systems are developed and manufactured for direct sale to select
markets by Anexa.




Anexa markets and sells complete ac. vanced digital radiography solutions to end users for applications such
as orthopedics, emergency medicine, pediatrics, and general radiology in orthopedic practices,
small-to-mid-sized hospitals and imaging centers. In August 2007, the Company notified customers of Anexa
that sales and marketing of Anexa products would cease immediately, but that Analogic would continue to
service and support the products previously sold to customers for the foreseeable future.

ANRAD CORPORATION (“Anrad’’), a wholly owned subsidiary, designs and manufactures for OEM
customers state-of-the-art, direct conversion amorphous Selenium-based, digital, flat-panel, X-ray detectors for
diagnostic and interventional applications in digital {luoroscopy and mammography.

B-K Medical

B-K Medical, which designs and manufactures ultrasound systems and probes for end-user markets in
urology, surgery, and radiology, accountc d for approximately 24% of product and engineering revenues in fiscal
year 2007. Its scanners generate real-time. images of the internal anatomy that are used for medical diagnosis and
interventional procedures.

Security Technology Products

Security Technology Products, which provides advanced explosives and weapons detection systems for .
checked luggage and carry-on luggage at checkpoints, accounted for approximately 12% of product and
engineering revenue in fiscal year 2007.

Analogic designs and manufactures the EXplosive Assessment Computed Tomography scanner
(“EXACT®"). The EXACT is the world’s first dual-energy, helical-cone-beam, 24-slice CT scanner, and
certified security detection system capab e of generating data for full three-dimensional (“3-D”") images of every
object contained within a piece of luggage. The EXACT is the core system of L-3’s eXaminer 3DX® (the
“eXaminer”) systems, the first explosive detection system certified by the Federal Aviation Administration. The
eXaminer is being sold to the U.5. Federal Government for installation at major U.S. airports to scan checked
luggage and by international airport security authorities for installation at airports in the U.S., Europe, Asia, and
Central America.

Analogic has also designed a high-speed, low-cost, CT-based checkpoint security imaging system, the
COBRA®, to detect explosives, guns, and other threats. This system is designed to automatically detect
explosives and weapons in carry-on luggage at checkpoints in airports and at portals for cruise ships and other
high security government complexes. In August and September 2007, COBRA was installed for pilot testing at
the Hopkins International in Cleveland, Ohio and Baltimore-Washington Internationat Airports. The Company is
developing the KING COBRA 1o scan checked luggage at small to mid-sized airports, and the X1.B1100 ultra-
high-speed explosives detection system :'or airports requiring baggage throughput of up to 1,100 bags an hour.
The XLB1100 is currently at the U.S. Transportation Security Administration under-going Certification
Readiness Testing. '

Corporate and Other

Corporate and Other, consisting primarily of the Company’s hotel business, net interest income, and other
Company operations, primarily analog-to-digital converters and supporting modules, accounted for no product
and engineering revenue in fiscal year 2J07.

The Company owns a hotel, managed for the Company under a contract with Marriott Hotel Services, Inc.,
which is located on approximately 7.5 acres of land adjacent to the Company’s principal executive offices and
manufacturing facility in Peabody, Mas:achusetts. The facility is strategically situated in an industrial park and is
in close proximity to the historic and tourist area of Boston’s North Shore, approximately 18 miles from Boston.
It has 256 guest rooms, a baliroom, several function rooms, and appropriate recreational facilities.

SKY designed and manufactured high-performance embedded multicomputing platforms used in advanced
medical, military, and industrial imaginz applications. On November i, 2006, the Company sold certain assets
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and liabilities of SKY, including its obligation to service previously sold products, for a price of $405. The $405
included $225 in cash paid at closing, $150 in cash paid in December 2006, and the assumption of $30 in
liabilities. The Company recorded a gain of $205 from the sale in fiscal year 2007. !

Marketing and Distribution

The Company sells its products domestically and abroad directly through its employees and subsidiaries in
Europe, Canada, and United States, and on occasion through a network of independent sales representatives and
distributors located in principal cities around the world. The majority of distributors order from the Company as
they receive orders from their customers and do not stock inventory for resale. Generally, sales made to
distributors are based on fixed discounts applied to established list prices under normal payment terms. Returns
are allowed for defective products under authorized warranty repair. Some of Analogic’s distributors also
represent manufacturers of competing products.

Sources of Raw Materials and Components

In general, Analogic’s products are composed of Company-designed electronic and mechanical elements,
including proprietary integrated circuits, printed circuit boards, detectors, power supplies, and displays
manufactured by Analogic and others in accordance with Analogic’s specifications. Most items procured from
third-party suppliers are believed to be avaitable from more than one source. However, it might become
necessary, if a given component ceases to be available, for Analogic to modify a product design to adapt to a
substitute component, or to purchase new tooling to enable a new supplier to manufacture the component, either
of which could result in additional expense and/or delay in product sales. Also, from time to time the availability
of certain electronic components has been disrupted. Accordingly, Analogic carries a substantial inventory of raw
materials and components in an effort to ensure its ability to make timely delivery to its customers.

Patents and Licenses

The Company holds approximately 190 patents of varying duration issued in the United States, which cover
technology developed by it. In many instances, the Company holds corresponding foreign patents. The Company
regularly files U.S. patent applications and, where appropriate, foreign patent applications. The Company also
files continuations to cover both new and improved methods, apparatus, processes, designs, and products. At
present, approximately 52 U.S. and foreign patent applications are in process.

The Company also relies on a combination of trade secret, copyright, and trademark laws, as well as
contractual agreements to safeguard its proprietary rights in technology and products. In seeking to limit access
to sensitive information to the greatest practical extent, the Company routinely enters into confidentiality and
assignment-of- invention agreements with each of its employees, and confidentiality agreements with its key
customers and vendors.

Management believes that any legal protection afforded by patent and copyright laws is of secondary
importance as a factor in the Company’s ability to compete. Future prospects are more a function of the
continuing level of excellence and creativity of the Company’s engineers in developing products that satisfy
customer needs, and the marketing skills and managerial competence of the Company’s personnel in selling
those products. Moreover, the Company believes that market positioning and rapid market entry are equally
important to the success of its products. Management is of the opinion that the loss of patent protection would not
have a material effect on the Company’s competitive position,

Seasonal Aspect of Business

There is no material seasonal element to the Company’s business, although plant closings in the summer,
particularly in Europe, tend to decrease the procurement activities of certain customers during the first quarter of
the Company’s fiscal year.




Working Capital Matters

The Company does not carry a substantial inventory of finished goods but does carry a substantial inventory
of raw material components and work-in- yrocess to enable it to meet its customers’ delivery requirements. (See
Note 8 of Notes to Consolidated Financia. Statements.)

Material Customers

The Company had three customers, s set forth in the table below, who accounted for 10% or more of the
net product and engineering revenue during fiscal year 2007, fiscal year 2006, and the fiscal year ended July 31,
2005 (*“fiscal year 2005™),

Year Ended July 31,
2007 2006 2005
Customer 1 ... . 18% 9% 15%
CUStOMIET 2 L. . . e e e 11% 17% 16%
CustOmer 3 ... i (*) (*) 10%

Note (*): Total product and engineering revenues were less than 10% in this fiscal year.

The Company’s ten largest custome s as a group accounted for 68%, 70%, and 66% of the Company’s net
product and engineering revenue for fiscal years 2007, 2006, and 20035, respectively. Loss of any one of these
customers would have a material adverse effect on the Company’s business.

Backlog

The backlog at July 31, 2007 was $:01,574 as compared with $74,691 at July 31, 2006. The increase of
$26,883 in the backlog is principally due to increases in Medical Imaging, Security Technology, and Digital
Radiography products of $12,119, $10,2:31, and $5,306, respectively. The increase in Medical Imaging products
is due primarily to the release of new data management and data acquisition systems for OEM customers during
fiscal year 2007. The increase in Security Technology products is due primarily to an increase in orders for the
EXACT systems. The increase in Digital Radiography products is due primarily to a supply agreement with an
OEM customer for mammography deteciors, shipments of which are expected to begin in the first quarter of
fiscal year 2008. Many of the orders in the Company’s backlog permit cancellation by the customer under certain
circumstances. To date, the Company has not experienced material cancellations of orders. The Company
reasonably expects to ship substantially :l of its backlog at July 31, 2007 during fiscal year 2008.

Government Contracts

The Company does a significant amr ount of business with agencies of the federal government, either directly
or as a subcontractor. The Company’s contracts with government agencies, and the government contracts of other
parties under which the Company is serving as a subcontractor, are subject to termination at the election of the
government agency. While none of the Company’s government contracts or subcontracts provide for
renegotiation of profits at the election of the government, it is possible that the government agency would
request, and that the Company would under certain circumstances agree to, the renegotiation of the payments
provided for under such contracts. However, the Company has not in the past renegotiated any significant
payment terms under its government cortracts or subcontracts.

Competition

Analogic is subject to competition based upon product design, performance, pricing, quality, and service.
Analogic believes that its innovative engineering and product reliability have been important factors in its
growth. While the Company tries to maintain competitive pricing on those products that are directly comparable
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to products manufactured by others, in many instances, Analogic’s products conform to more exacting
specifications and carry a higher price than analogous products manufactured by others.

Analogic’s medical X-ray imaging systems are specialized for the heeds of the Company’s customers. The
Company considers its selection by its OEM customers for the design and manufacture of these products and its
other medical products (o be due more to the “make-or-buy” decision of its individual OEM customers rather
than a function of other competitors in the field. Many OEM customers and potential OEM customers of the
Company have the capacity to design and manufacture these products for themselves. In the Company’s area of
expertise, the continuéd signing of new contracts indicates strength in the Company’s relationship with its major
customers, although some of these customers commit to shorter-term contracts.

Analogic’s competitors include divisions of some larger, more diversified organizations, as well as several
specialized companies. Some of them have greater resources and larger staffs than Analogic. The Company
believes-that it is a leading OEM supplier of CT subsystems and systems for the medical and security industries,
respectively. ‘

Research and Product Development

Research and product development (“R&D") is a significant factor in Analogic’s business. The Company
maintains a constant and comprehensive R&D program directed toward the creation of new products and the
improvement and refinement of its present products and the expansion of their applications.

Company funds expended for R&D amounted to $46,955 in fiscal year 2007, $51,790 in fiscal year 2006,
and $50,470 in fiscal year 2005. Analogic intends to continue its emphasis on new product development. As of
July 31, 2007, Analogic employed approximately 420 employees engaged in research and product development
activities, including electrical engineers, software engineers, physicists, mathematicians, and technicians. These
individuals, in conjunction with the Company’s sales and marketing staff, also devote a portion of their time to
assisting customers in utilizing the Company’s products, developing new uses for these products, and
anticipating customer requirements for new products. o

The Company capitalized $1,295 and $1,109 in fiscal year 2007 and fiscal year 2006, respectively, of
computer software testing and coding costs incurred after technological feasibility was established. These costs
are amortized using a straight-line method over the estimated economic life of the related products, generally
three years, and are included in product cost of sales, ’

Environment

The Company’s manufacturing facilities are subject to numerous environmental laws and regulations,
particularly with respect to industrial waste and emissions. Compliance with these laws and regulations has not
had a material impact on the Company’s capital expenditures, earnings, or competitive position.

Employees ‘
As of July 31, 2007, the Company employed approximately 1,500 employees.

Financial Information about Foreign and Domestic Operations and Export Revenue

Domestic and foreign revenues were $273,746 and $67,036, respectively, for fiscal year 2007 as compared
to $281,575 and $69,870, respectively, in fiscal year 2006, and $271,190 and $55.289, respectively, in fiscal year
2005.

Export revenue from sales of products and engineering services from the United States primarily to
companies in Europe and Asia, amounted to $93,639 (28%) of product and engineering revenue in fiscal year
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2007 as compared to $101,945 (30%) in fiscal year 2006, and $104,855 (33%) in fiscal year 2005. The
Company’s export revenue on a gross margin percentage basis is at least as profitable as its domestic revenue.
The Company’s export revenue is denominated in U.S. dollars.

Management does not believe the Company’s foreign and export revenue is subject 1o significantly greater
nsks than its domestic revenue.

Available Information

The Company’s website address is w ww.analogic.com. The information on the Company’s website is not
incorporated by reference into this docurrent and should not be considered to be a part of this document. The
Company’s website address is included ir this document as an inactive textuat reference only.

The Company makes available free of charge through its website its Annual Report on Form 10-K,
Quarterly Reports on Form 10-Q, Curren: Reports on Form 8-K, and amendments to the reports as scon as
reasonably practicable after the Company electronically files such material with, or furnishes such material to,
the Securities and Exchange Commission: (“SEC™). -

Item lA.l Risk Factors

This Annual Report on Form 10-K contains statements, which, to the extent that they are not recitation of
historical facts, constitute “forward-looking statements” pursuant to the safe harbor provisions of the Private
Securities Litigation Reform Act of 199:. Investors are cautioned that all forward-looking statements, including,
without limitation, statements about product development, market and industry trends, strategic initiatives,
regulatory approvals, sales, profits, expenses, price trends, research and development expenses and trends, and
capital expenditures, involve risk and ur certainties, and actual events and results may differ significantly from
those indicated in any forward-looking statement as a result of a number of important factors, including those
discussed below and elsewhere herein,

You should carefully consider the risks described below before making an investment decision with respect
to Analogic Common Stock. Additional risks not presently known to the Company, or that the Company
currently deems immaterial, may also iinpair the Company’s business. Any of these could have a material and
negative effect on the Company’s business, financial condition, or results of operations.

Because a significant portion of “he Company’s revenue currently comes from a small number of
customers, any decrease in revenue f-om these customers could harm the Company’s operating results.

The Company depends on a small number of customers for a large portion of its business, and changes in its
customers’ orders may have a significant impact on the Company’s operating results. If a major customer
significantly reduces the amount of butiness it does with the Company, there would be an adverse impact on its
operating results.

The Company had three customers, as set forth in the table below, who accounted for 10% or more of the
net product and engineering revenue daring fiscal years 2007, 2006, and 2005,

Year Ended July 31,
W0 006 208
Customer 1 ........... ... ..o, [ PR 18% 19% 15%
CUSIOIMET 2 . oottt e e et e e e e 11% 17% 16%
CUSIOMIET 3 L L e * (*) 10%

Note (*): Total product and engineering revenues were less than 10% in this fiscal year.
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The Company’s ten largest customers as a group accounted for 68%, 70%, and 66% of the Company’s net
product and engineering revenue for fiscal years 2007, 2006, and 2005, respectively.

Although the Company is seeking to broaden its customer base, it will continue to depend on sales to a
relatively small number of major customers. Because it often takes significant time to replace lost business, it is
likely that the Company’s operating results would be adversely affected if one or more of the Company’s major
customers were to cancel, delay, or reduce significant orders in the future. The Company’s customer agreements
typically permit the customer to discontinue future purchases after timely notice.

In addition, the Company generates significant accounts receivable in connection with the products the
Company sells and the services it provides to its major customers. Although the Company’s major customers are
large corporations, if one or more of its customers were to become insolvent or otherwise be unable to pay for the
Company’s products and services, the Company’s operating results and financial condition could be adversely
affected.

Competition from existing or new companies in the medical and security imaging technology industry
could cause the Company to experience downward pressure on prices, fewer customer orders, reduced
margins, the inability to take advantage of new business opportunities, and the loss of market share.

The Company operates in a highly competitive industry. The Company is subject to competition based on
product design, performance, pricing, quality, and service offerings, and management believes the Company’s
innovative engineering and product reliability have been important factors in its growth. While the Company
tries to maintain competitive pricing on those products which are directly comparable to products manufactured
by others, in many instances the Company’s products will conform to more exacting specifications and carry a
higher price than analogous products manufactured by others,

The Company’s competitors include divisions of larger, more diversified organizations as well as
specialized companies. Some of them have greater resources and larger staffs than the Company has. Many of the
Company’s existing and potential OEM customers have the ability to design and manufacture internally the
products that the Company manufactures for them. The Company faces competition from the research and
product development groups and manufacturing operations of its existing and potential customers, who
continually compare the benefits of internal research, product development, and manufacturing with the costs and
benefits of outsourcing.

The Company depends on its suppliers, some of which are the sole source for certain components, and
its production would be substantially curtailed if these suppliers were net able to meet the Company’s
demands and alternative sources were not available,

The Company orders raw materials and components to complete its customers’ orders, and some of these
raw materials and components are ordered from sole-source suppliers. Although the Company works with its
customers and suppliers 10 minimize the impact of shortages in raw materials and components, the Company
sometimes experiences short-term adverse effects due to price fluctuations and delayed shipments. In the past,
there have been industry-wide shortages of electronics components. If a significant shortage of raw materials or
components were to occur, the Company might have to delay shipments or pay premium pricing, which could
adversely affect its operating results. In some cases, supply shortages of particular components will substantially
curtail the Company's production of products using these components. The Company is not always able to pass
on price increases to its customers. Accordingly, some raw material and component price increases could
adversely affect its operating results. The Company also depends on a small number of suppliers to provide many
of the other raw materials and components that it uses in its business. Some of these suppliers are affiliated with
customers or competitors, and others are small companies. If the Company were unable to continue to purchase
these raw materials and compenents from its suppliers, its operating results could be adversely affected. Because
many of the Company’s costs are fixed, its margins depend on the volume of output at its facilities, and a
reduction in volume could adversely affect its margins.
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If the Company were to be left with excess inventory, its operating results would be adversely
affected.

Because of long lead times and specialized product designs, the Company typically purchases components
and manufactures products in anticipation of customer orders based on customer forecasts. For a variety of
reasons, such as decreased end-user demand for the Company’s products, its customers might not purchase all of
the products that it has manufactured or for which it has purchased components. In either event, the Company
would attempt to recoup material and manufacturing costs by means such as returning components to its vendors,
disposing of excess inventory through other channels, or requiring its OEM customers to purchase or otherwise
compensate it for such excess inventory. Some of the Company’s significant customer agreements do not give it
the ability to require its OEM customers 10 do this. To the extent that the Company was unsuccessful in
recouping its material and manufacturing costs, its net sales and operating results would be adversely affected.
Moreover, carrying excess inventory would reduce the working capital the Company has available to continue to
operate and grow its business.

Uncertainties and adverse trends uffecting the Company’s industry or any of its major customers may
adversely affect its operating results. '

The Company’s business operates primarily within two major markets within the electronics industry,
Medical Technology Products and Security Technology Products, which are subject to rapid technological
change and pricing and margin pressure. These markets have historically been cyclical and subject to significant
downturns characterized by diminished product demand, rapid declines in average selling prices, and production
over-capacity. In addition, changes in government policy relating to reimbursement for the purchase and use of
medical and security-related capital equipment could also affect the Company’s sales, The Company’s
customers’ markets are also subject to economic cycles and are likely to experience recessionary periods in the
future. The economic conditions affecting the Company’s industry in general, or any of its major customers in
particular, might adversely affect its operating results. The Company’s other businesses are subject to the same or
greater technological and cyclical pressuies.

The Company’s customers’ delay or inability to obtain any necessary United States or foreign
regulatory clearances or.approvals for their products could have a material adverse effect on the
Company’s business. :

The Company’s products are used by a number of its customers in the production of medical devices that
are subject to a high level of regulatory o versight. A delay in obtaining or inability to obtain any necessary
United States or foreign regulatory clearances or approvals for products could have a material adverse effect on
the Company’s business. The process of obtaining clearances and approvals can be costly and time-consuming.
There is a further risk that any approvals or clearances, once obtained, might be withdrawn or modified. Medical
devices cannot be marketed in the United States without clearance from the United States Food and Drug
Administration (“FDA”). Medical device: sold in the United States must also be manufactured in compliance
with FDA rules and regulations, which regulate the design, manufacturing, packing, storage, and installation of
medical devices. Moreover, medical devi:es are required to comply with FDA regulations relating to
investigational research and labeling. Staies may also regulate the manufacturing, sale, and use of medical
devices. Medical devices are also subject to approval and regulation by foreign regulatory and safety agencies.

The Company’s business strategy involves the pursuit of acquisitions or business combinations,
which, if consummated, could be difficult to integrate, disrupt the Company’s business, dilute stockholder
value, or divert management attention.

As part of the Company’s business strategy, the Company might consummate acquisitions or business
combinations. Acquisitions are typically accompanied by a number of risks, including the difficulty of
integrating the operations and personnel of the acquired companies, the potential disruption of the Company’s
ongoing business and distraction of management, expenses related to the acquisition, and potential unknown

11




liabilities associated with acquired businesses. If the Company does not successfully complete acquisitions that it
pursues in the future, it could incur substantial expenses and devote significant management time and resources
without generating any benefit to the Company. In addition, substantial portions of the Company’s available cash
might be utilized as consideration for these acquisitions.

The Company’s annual and quarterly operating results are subject to fluctuations, which could affect
the market price of its Common Stock.

The Company’s annual and quarierly results may vary significantly depending on various factors, many of
which are beyond the Company’s control, and may not meet the expectations of securitics analysts or investors.
If this occurs, the price of the Company’s Commen Stock would likely decline. These factors include: '

«  varjations in the timing and volume of customer orders relative to the Company’s manufacturing
capacity;

+ introduction and market acceptance of the Company’s customers’ new products;

+ changes in demand for the Company’s customers’ existing products; '

+ the timing of the Company’s expenditures in anticipation of future orders;

« effectiveness in managing the Company’s manufacturing processes;-

* changes in combeﬂtive and economic conditions generally or in the Company’s customers’ markets;
+ changes in the cost or availability of components or skilled labor;

» foreign currency exposure; and

» investor and analyst perceptions of events affecting the Company, its competitors, and/or its industry.

A delay in anticipated sales could result in the deferral of the associated revenue beyond the end of a
particular quarter, which would have a significant effect on the Company’s operating results for that quarter. In
addition, most of the Company’s operating expenses do not vary directly with net sales and are difficult to adjust
in the short term. As a result, if net sales for a particular quarter were below the Company’s expectations, it could
not proportionately reduce operating expenses for that quarter. Hence, the revenue shortfall would have a
disproportionate adverse effect on its operating resuits for that quarter.

Loss of any of the Company’s key personnel could hurt its business because of their industry
experience and their technological expertise.

The Company operates in a highly competitive industry and depends on the services of its key senior
executives and its technological experts. The loss of the services of one or several of its key employees or an
inability to attract, train, and retain qualified and skilled employees, specifically engineering and operations
personnel, could resuit in the loss of customers or otherwise inhibit the Company’s ability to operate and grow its
business successfully.

If the Company is unable to maintain its expertise in research, product development, and
manufacturing processes, it will not be able to compete successfully.

The Company believes that its future success depends upon its ability to provide research, product
development, and manufacturing services that meet the changing needs of its customers. This requires that the
Company successfully anticipate and respond to technological changes in design and manufacturing processes in
a cost-effective and timely manner. As a result, the Company continually evaluates the advantages and feasibility
of new product designs and manufacturing processes. The Company cannot, however, be certain that its
development efforts will be successful.
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The September 11, 2001 terrorist attacks and the creation of the U.S. Department of Homeland
Security have increased financial expeciations that may not materialize.

The September 11, 2001 terrorist attzicks and the subsequent creation of the U.S. Department of Homeland
Security have created increased interest ir the Company’s security and inspection systems. However, the level of
demand for the Company’s products is not predictable and may vary over time. The Company does not know
what solutions will continue to be adopted by the U.S. Department of Homeland Security as a result of terrorism
and whether its products will continue to e a part of the solution. Additionally, should the Company’s products
be considered as a part of the future security solution, it is unclear what the level of purchases may be and how
quickly funding to purchase the Company’s products may be made available. These factors may adversely
impact the Company and create unprediciability in revenues and operating results.

The Company is exposed to risks ussociated with international opei’ations and markets.

The Company markets and sell products in international markets, and has established offices and
subsidiaries in Denmark, Germany, Italy, and Canada. Revenues from international operations accounted for
20%, 20%, and 17% of total revenues for fiscal years 2007, 2006, and 2005, respectively. From its U.S,
operations, the Company also ships directly to customers in Europe and Asia, for which shipments accounted for
28%, 30%, and 33% of total revenues for fiscal years 2007, 2006, and 20035, respectively. There are inherent
risks in transacting business internationa ly, including:

» changes in applicable laws and regulatory requirements;

* export and tmport restrictions;

* export controls relating to techr.ology;

+ tariffs and other trade barriers;

+ intellectual property laws that L;»ffcr less protection for the Company’s proprietary rights;
» difficulties in staffing and managing foreign operations; i ot

* longer payment cycles;

= problems in collecting account; receivable;
* political instability;

= fluctuations in currency exchange rates;

* expatriation controls; and

* potential adverse tax consequences.

There can be no assurance that one: or more of these factors will not have a material adverse effect on the
Company’s future international activitics and, consequently, on its business and results of operations.

If the Company becomes subject; to intellectual property infringement claims, it could incur
significant expenses and could be pre¢ vented from selling specific products.

The Company may become subject to claims that it infringes the intellectual property rights of others in the
future. The Company cannot ensure that, if made, these claims will not be successful. Any claim of infringement
could cause the Company to incur substantial costs defending against the claim even if the claim is invalid, and
could distract management from other business. Any judgment against the Company could require substantial
payment in damages and could also include an injunction or other court order that could prevent the Company
from offering certain products.

13




If operators of the Company’s security and inspection systems fail to detect weapons, explosives or
other devises that are used to commit a terrorist act, the Company could be exposed to product liability
and related claims for which it may not have adequate insurance coverage.

The Company’s business exposes it to potential product liability risks that are inherent in the development,
manufacturing, sale and service of security inspection systems. The Company’s customers use its security and
inspection systems to help them detect items that could be used in performing terrorist acts or other crimes, The
training, reliability and competence of the customer’s operator are crucial to the detection of suspicious items. In
addition, the Company’s security and inspection systems are not designed to work under all circumstances. The
Company tests the reliability of its security and inspection systems during both their development and
manufacturing phases. The Company also performs such tests if it is requested to perform installation, warranty
or post-warranty servicing. However, the Company’s security inspection systems are advanced mechanical and
electronic devices and therefore can malfunction.

As a result of the September 11, 2001, and 1993 World Trade Center bombing attacks, and the potential for
future attacks, product liability insurance coverage for such threats is extremely difficuls to obtain, It is very
likely that, should the Company be found liable following a major act of terrorism, the insurance coverage it
currently has in place would not fully cover the claims for damages.

Item IB. Unresolved Staff Comments

Not applicable.

Item 2.  Properties

Analogic owns the land and building for its principal executive offices and major manufacturing facility
located in Peabody, Massachusetts. This facility consists of approximately 514,000 square feet of manufacturing,
engineering, and office space. The Company owns approximately 65 acres of land at this location, which can
accommodate future expansion as required. The Company uses approximately 7 1/2 acres of this land for the
Peabody Marriott Hotel, which is owned by a wholly owned subsidiary of the Company and managed by the
Marriott Corporation.

The Company and its subsidiaries own and lease various other office, manufacturing, engineering, and sales
facilities in both the United States and abroad. The Company believes that its existing facilities are generally
adequate to meet its current needs, and that suitable additional or substitute space will be available on

commercially reasonable terms when needed.

See Notes to Consolidated Financial Statements for further information concerning certain leases.

Item 3.  Legal Proceedings
Not applicable.

Item 4.  Submission of Matters to a Vote of Security Holders

Not applicable.
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Executive Officers of the Registrant

The current executive officers of the “ompany are:

Date Since Office
Name % Position Has Been Held
James W. Green .............ccovuin.., 49 President and Chief Executive Officer 2007
Edmund F. Becker,Jr. .................. 71 Executive Vice President and Chief 2005
Operating Officer
JohnJ. Millerick ...................... 59 Senijor Vice President, Chief Financial 2000
Officer, and Treasurer
Alex A VanAdzin .................... 55 Vice President, General Counsel, and 2003
Secretary
Donald B.Melson ..................... 55 Vice President - Corporate Controller 2006

Executive officers of the Company are elected annually by the Board and hold office until their successors
are chosen and qualified, subject to earlie: removal by the Board.

There are no arrangements or understandings between any executive officer of the Company and any other
person(s) pursuant to which such executive officer was selected as an officer of the Company.

James W. Green joined the Company as President and Chief Executive Officer in May 2007. Mr. Green was
previously Regional Vice President, California Division, of Quest Diagnostics Incorporated, a leading provider
of diagnostic testing, information, and services, from April 2005 to May 2007. Before joining Quest Diagnostics
Incorporated, Mr. Green was Senior Vice President & General Manager of Computed Tomography for Philips
Medical Systems, a global leader in the business of developing, manufacturing, and marketing computed
tomography equipment vused in medical i naging applications, from October 2001 to April 2005,

Edmund F. Becker, Ir. was appointed Executive Vice President and Chief Operating Officer in November
2005. Dr. Becker was appointed Presidernit and Chief Operating Officer in November 2006. Dr. Becker was
appointed Analogic’s Executive Vice President and Chief Operating Officer in May 2007. Dr. Becker has been
an employee of Analogic since 1977. Seiving many years as Vice President and General Manager of the Medical
Imaging Components Division, Dr. Becker headed Analogic’s medical imaging subsystems business as Analogic
developed into the world’s leading supplier of subsystems to original equipment manufacturers in the emerging
field of diagnostic medical imaging.

John J. Millerick joined the Company as Senior Vice President, Chief Financial Officer, and Treasurer in
January 2000. Mr. Millerick was previously Senior Vice President and Chief Financial Officer of CalComp
Technology, Inc., a manufacturer of computer technology and peripherals, from 1996 to 1999. Before joining
CalComp Technology, Inc., Mr. Millerick was Vice President-Finance of the Personal Computer Unit of Digital
Equipment Corporation, a cemputer manufacturer, from 1994 to 1995. Before joining Digital Equipment
Corporation, Mr. Millerick served in several management positions at Wang Laboratories, leaving as Vice
President-Corporate Controller and Acting Chief Financial Officer.

Alex A. Van Adzin joined the Company as Vice President, General Counsel, and Clerk in October 2003.
Mr. Van Adzin was appointed Vice President, General Counsel, and Secretary in April 2005. Mr. Van Adzin was
engaged in private legal practice from 202 to October 2003. Mr. Van Adzin was Senior Vice President, General
Counsel, and Secretary at ManagedComp, Inc., a managed care workers’ compensation company, from 2001 to
2002. Prior to that, Mr. Van Adzin was Zorporate Counsel at the Liberty Mutual Group, a diversified financial
services company, from 1996 to 20(1. Before joining Liberty Mutual Group, Mr. Van Adzin was Vice President
and Corporate Counsel at Abex Inc., a diversified aerospace and automotive products company, from 1990 to
1995.

i5




Donald B. Melson joined the Company as Vice President—Corporate Controller in March 2006.
Mr. Melson was previously Vice President and Corporate Controller of Millipore Corporation, a publicly held
global manufacturer of products and services for biopharmaceutical manufacturing and life science laboratories,
from 2000 to 2006. Prior to this position, Mr. Melson held a number of financial management positions in
Millipore Corporation and W. R. Grace & Co.
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PART I

Iten.l 5.  Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
The Company’s Common Stock trad:s on the NASDAQ Global Select Market under the symbol: ALOG.

The following table sets forth the high and low sales prices per share of the Common Stock, as reported by the
NASDAQ Global Select Market, for each quarterly period indicated in the table below:

Fiscal Year High Low
2006 .
First Quarter ........... e e e e e e $53.00 $46.00
Second QUaTEr . ... .. .. e 56.76 44.95
Third QUarter . . .. ... o i 67.48 5275
Fourth QUarter .. ..o e e e e 65.10 43.78
2007 C
ISt QUaMtEr .. o et et e e $59.35 $44.27
Second Quarter ... . e 59.42 48.00
Third Quarter . . ... .. i e e 63.97 52.80
Fourth Quarter . .... ... e e e e e e 75.92 61.15

As of August 31, 2007, there were approximately 866 holders of record of Common Stock.

Because many of the shares are helc. by brokers and other institutions on behalf of stockholders, the
Company is vnable to estimate the total rumber of individual stockholders represented by these holders of
record,

Dividends of $0.10 per share were <leclared for each of the quarters of fiscal year 2007, A dividend of $0.08
per share was declared for the first quarter of fiscal year 2006, and dividends of $0.10 per share were declared for
each of the subsequent three quarters of fiscal year 2006. The policy of the Company is to retain sufficient
earnings to provide funds for the operation and expansion of its business.

The following table provides information about repurchases by the Company of Common Stock during the
fourth quarter of fiscal year 2007.

Total Number of
Shares Purchased  Maximum Number (or Approximate
Total Number as Part of Publicly Dollar Value) of Shares that May
of Shares Average Price Paid Announced Plans or Yet Be Purchased Under the
Period Purchased (ll per Share Programs Plans or Programs
SIAT-5131/07 ... ... — 3 — — —_
6/1/07-6/30/07 ......... 362,678(2) $71.77 359,515 458,515
TOT-T3107 ... ... 458,515 $74.56 458,515 —
Total ............. 821,193 $73.33 818,030 —_

(1) Except as noted in note (2), all shares were purchased in open-market transactions pursuant to a repurchase
program authorized by the Board that was announced on June 7, 2007 to repurchase up to $60.0 million of
the Company's Common Stock. The repurchase program was funded using the Company’s available cash.
During the fourth quarter of fiscal year 2007, the Company repurchased 818,030 shares of Common Stock
under this repurchase program for $60.0 million at an average purchase price of $73.35 per share. The
repurchase program was completedl on July 26, 2007.

(2) Includes an aggregate of 3,163 shares surrendered by employees in order to meet tax withholding
obligations in connection with the vesting of restricted stock awards.
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Securities Authorized for Issnance Under Equity Compensation Plans

The following table provides information about the shares of Common Stock authorized for issuance under
the Company’s equity compensation plans as of July 31, 2007:

Equity Compensation Plan Information

{c)

Number of Securities
{a) Remaining Available for

Number of Securities (b) Future Issuance Under

to be Issued Upon Weighted-Average Equity Compensation

Exercise of Exercise Price of Plans (Excluding
Qutstanding Options, Outstanding Options,  Securities Reflected in
Plan Category Warrants and Rights Warrants and Rights Colurnn (a)}

Equity compensation plans approved by

security holders . ....................... 338,588 $47.55 1,097,189(1)
Equity compensation plans not approved by

securityholders . ............ ... ... ... — — —_

Total ... e 338,588 $47.55 1,097,189(1)

(1) Inctudes 478,102 shares issuable under the Company’s Employee Stock Purchase Plan in connection with
current and future offering periods under that plan.




Comparison of Five-Year Cumulative "[otal Returns

The graph below compares the cumvlative total stockholder returns on the Company’s Common Stock with
the cumulative total return on the Center ror Research in Security Prices of the. University of Chicago (“CRSP”)
Total Return Index for the NASDAQ Stock Market (U.S. Companies) and the CRSP Total Return Index for all
NASDAQ stocks with SIC Codes related to the Company’s business. The graph assumes $100 invested on -

July 31, 2002, in the Company’s Common Stock and $100 invested at that time in each of the NASDAQ indexes.
The comparison assumes that all dividends are reinvested.

Comparison of Five — Year Cumulative Total Returns
Performance Graph for
ANALOGIC CORPORATION
Produced on 9/17/2007 including data to 7/31/2007

220
] 2129
hi: el
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mR2A02 07/31,2003 07732004 07292006 07212006 ’ v
Legend

Symbol CRSP Total Returns: Index for: 07/2002 07/2003 07/2004 07,2005 (7/2006 07/2007
m ANALCGIC CORPORATICN 100.0 119.8 103.6 129.(':).115.7 189.1
——  — » Nasdaq Stock Market (US Companies) 100.0 130.6 1423 1656 159.2 1926
— — o a MNASDAQ Stocks (SIC 3100 —3899 US Companies}) 100.0 130.2 1476 174.7 166.7 2129

M(Ieasuring instrumants; |shoto, med & optical goods; timepieces

Notes:
A_Tha lines reprasent monthly index leval : derived from compoundad daity returns that include all dividends,
B. The indexes are reweighted dally, using the market capitalization on the pravious trading day.
C. If the monthly interval, based on the fig :al yaar-end, is not a trading day, the preceding trading day is used.
D. The index Yevel for all series was set o §100.0 on 07/31/2002.

Prepared by CRSP {www.crsp.uchic ago.edu), Center for Research in Security Prices, Graduate School of
Business, The University of Chicago. Uszd with permission. All rights reserved. Copyright 2007,
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Item 6. Selected Financial Data

The following selected consolidated financial data are derived from the Company’s Consolidated Financial
Statements and notes thereto and should be read in connection with, and are qualified in their entirety, by the .
Company’s Consolidated Financial Statements and notes thereto and other financial information included

elsewhere in this Annual Report on Form 10-K.

Total netrevenue . ..................... e
Totalcostof sales (A} .. ... ... .. .. ... ...
Grossmargin . ........ ... i i
Income (toss) from operations (A) .................
Income from continuing operations before discontinued
operations and cumulative effect of change in
accounting principle (B} ............ ... . ... ..
Income (loss) from discontinued operations ..........
Gain on disposal of discontinued operations (C) ... ....
Cumulative effect of change in accounting principle, net
Of AKX L. e

NetinCome .. ....oit ittt e et e i

Basic earnings (loss) per share:
Income from continuing operations . ................
Income (loss) from discontinued operations, net of
LK et e e
Gain on disposal of discontinued operations, net of
2 .
Cumulative effect of change in accounting principle, net
of tax .. ... . e

NElINCOME . o e it e ittt e i ie et aennranns

Diluted earnings (loss) per share:
Income from continuing operations . ................
Income (loss) from discontinued operations, net of
17 N
Gain on disposal of discontinued operations, net of
- S
Cunmulative effect of change in accounting principle, net
oftax ... .. e

[ [ AT 1 1o ) 1

Cash dividends declared per common share ..........
Weighted average shares outstanding:

Basic ... .. ..
Diluted ........ .. i
Cash, cash equivalents, and marketable securities .. ...
Working capital ......... ... i i
Total @SSELS . ... v i e e
Long-term liabilities ............................
Stockholders’ equity ............. ... ..ol

(In Thousands, except per share data)

Year Ended July 31,
2007 2006 2005 2004 2603

$340,782 3$351,445 3$326,479 $304,205 $431,654
223,567 230310 203,089 184,948 254,497
117,215 121,135 123,390 119,257 177,157
2,325 (5,249) 1,203 7.463 73,641
15,380 4,600 34,659 10,155 52,002
— 139 (5,797 (1,801) (2,471)

— 20,207 — _ —

—_ 120 —_ —_ —

$ 15380 $ 25066 $ 28862 $ 8,354 $ 49,531
$ 111 $ 034 § 255 % 075 %8 392
—_ 0.01 0.42) (0.13) (0.18)

—_ 1.47 —_ —_ —_

— 0.01 — — —

$ 111§ 183 § 213 % 062 § 374
$ .10 § 033 § 254 % 075 §& 388
— 0.01 0.42) 0.13) (0.18)

—_ 1.46 — _— —

— 0.01 — — —

$ .10 $ 181 § 212 $ 062 ¥ 370
$ 040 $ 038 $ 032 F§ 032 $ 032
13,814 13,704 13,566 13,463 13,251
13,946 13,853 13,619 13,519 13,394
$228,545 $258,237 $220,454 $176,637 $177,961
300,114 334955 300,027 263493 262,524
459,141 488,645 496,705 452,822 457417
456 840 914 998 8,687
393,357 399,157 367,167 356,090
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(A) In fiscal year 2007, the Company recorded $9,705 of pre-tax charges related primarily to the future use and
realizability of certain inventory, sofiware license, and capitalized software. Of the total charges, $8,625
was recorded in cost of sales and $1,080 was recorded in operating expenses. In fiscal year 2006, the
Company recorded $14,876 of pre-tax charges related primarily to the future use and realizability of certain
inventory and capitalized software. Of the total charges, $7,361 was recorded in cost of sales and $7,515
was recorded in operating expenses. In fiscal year 2005, the Company recorded $3,000 in operating
expenses related primarily to asset impairment losses on certain investments.

(B) The Company recorded a gain on the sale of other investments on a pre-tax basis of $4,036 in fiscal year
2007, related o the Company’s sale f its equity interest in BIR. The Company recorded a gain on the sale
of marketable securities on a pre-tax tax basis of $43,829 in fiscal year 2005, related to the Company’s sale
of its equity interest in Cedara Software Corporation (“Cedara™).

(C) The Company recorded a gain on the sale of Camtronics as a discontinued operation in fiscal year 2006.
There were no discontinued operations in any of the other periods presented.

3

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The fellowing discussion provides a1 analysis of the Company’s financial condition and results of
operations and should be read in conjunction with the Audited Consolidated Financial Statements and notes
thereto included elsewhere in this Annual Report on Form 10-K. The discussion below contains forward-looking
statements within the meaning of the Secnrities Exchange Act of 1934 (“Exchange Act”). All statements, other
than statements of historical fact, the Conpany makes in this document or in any document incorporated by
reference are forward-looking. Such forward-looking statements involve known and unknown risks,
uncertainties, and other factors, which miy cause the actual results, performance, or achievements of the
Company to differ from the projected res 1lts. See “Risk Factors” in Item 1A. '

The Company reports its financial condition and results of operations on a fiscal year basis ending July 31.
All dollar amounts in this Item 7 are in thousands except per share data,

Summary

The Company is engaged primarily in the design, manufacture, and sale of high-technology, high-
performance, high-precision data acquisiion conversion {(analog/digital) and signal processing instruments and
systems to customers that manufacture products primarily within two major markets within the electronics
industry: Medical Technology Products : nd Security Technology Products.

The following is a summary of the :reas that management believes are important in understanding the
results of the periods indicated. This summary is not a substitute for the detail provided in the following pages or
for the Audited Consolidated Financial Statements and notes that appear elsewhere in this document.

Fiscal Year Percentage
2007 2006 Decline

Net sales . ...t e e e $340,782  $351,445 -3%
GrOSS MATZIN 0 ... .ottt ittt ettt e e 34.4% 34.5%
Operating EXPensSES . .. oui vttt ettt oot e $114,890 $126,384 -9%
Net income from continuing operations hefore discontinued operations and

cumulative effect of change in accounting principle .................. $ 15380 % 4,600
Diluted EPS from continuing operations ............................. $ L10 $ 033

Net revenue for fiscal year 2007 wzs $10,663, or 3%, lower than fiscal year 2006, due primarily to a
decrease in product revenues of $10,565, or 3%. The decrease in product revenues is due primarily to lower
shipments of EXACT systems, which re;ulted in product revenue for Security Technology products of $34,582
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in fiscal year 2007 as compared to $58,087 in fiscal year 2006, a decline of $23,505. In addition, product revenue
from Digital Radiography products declined by $7,407, or 31%, for fiscal year 2007 as compared to fiscal year
2006. These decreases were partially offiet by increased sales of Medical Imaging and B-K Medical products of
$11,924 and $6,718, respectively, during fiscal year 2007 as compared to fiscal year 2006.

Gross margin percentage for fiscal year 2007 of 34.4% remained relatively consistent with the gross margin
percentage of 34.5% for fiscal year 2006. In fiscal year 2007, the Company recorded asset impairment charges of
$8,625 in cost of sales related to the write-down of its digital radiography business. In fiscal year 2006, the
Company recorded asset impairment charges of $7,361 related to the write-downs of a program in its CT Medical
business and the restructuring of AnaSky Limited, formerly known as SKY Computers, Inc. (“SKY”), a wholly
owned subsidiary. Engineering gross margin increased $3,550 to $1,446 in 2007 from a loss of $2,104 in the
prior year. In fiscal year 2006, the losses were due primarily to costs in excess of contract revenues for several
U.S. Government projects in the Security Technology business.

Total operating expenses decreased by $11,494 for fiscal year 2007 as compared to fiscal year 2006. Lower
engineering and development material spending, share-based compensation expense, restructuring and asset
impairment charges, and cost saving initiatives contributed to the decrease.

Diluted earnings per share from continuing operations increased $0.77 to $1.10 for fiscal year 2007 as
compared to $0.33 for fiscal year 2006. Lower restructuring and asset impairment charges in 2007 as compared
with 2006 as well as the 2007 gains on the sale of the Company’s investments in SKY and Bio-Imaging
Research, Inc. (“BIR™) and an increase in interest income contributed to the improvement.

As a result of continuing losses in its digital radiography business and the related business outlook, the
Company evaluated the net realizability of all of the assets related to this business at October 31, 2006. As a
result, the Company recorded an asset impairment charge of $9,705 associated with the write-down of the
Company’s digital radiography system business assets to their estimated fair values as a group based upon the
present value of estimated future cash flows of the business. Of the $9,705 in asset impairment charges, $8,625
was recorded to cost of sales and $1,080 was recorded to operating expenses. The $8,625 asset impairment
charge recorded to cost of sales included $4,144 related to inventory, 54,191 related to a software license, and
£290 related to other assets. The $1,080 asset impairment charge recorded as operating expenses included $696
related to capitalized software under development at the time and $384 related to other assets. During fiscal year
2007, the Company continued to consider several alternatives regarding how to reduce future losses of the digital
radiography business. In August 2007, the Company notified customers of its subsidiary, ANEXA Corporation
(“Anexa™), that sales and marketing of Anexa products would cease immediately, but that Analogic would
continue to service and support the products currently with customers for the foreseeable future.

On November 1, 2006, the Company sold certain assets and liabilities of SKY, including its obligaticn to
service previously sold products, for a price of $405. The $405 inctudes $225 in cash paid at closing, $150 in
cash paid in December 2006, and the assumption of $30 in liabilities. The Company recorded a gain of $205
from the sale in fiscal year 2007.

On May 23, 2007, BIR, of which the Company had approximately a 17% ownership interest, declared a
dividend, of which $1,429 was paid to the Company on May 24, 2007. This investment was being accounted for
under the cost method, and as of April 30, 2007, the book value was $200. On May 24, 2007, the Company sold
its entire ownership interest in BIR for $3,714, of which $2,807 was paid in cash upon closing and the remaining
$907 wilt be held in escrow for a period of up to two years from the date of closing to secure any indemnification
claims. The Company recorded income before taxes on the sale and related dividend income of $4,036 during
fiscal year 2007 based on the cash received. The escrowed balance, less any amounts used to satisfy
indemnification claims, will be recognized as income as the cash is received. On September 4, 2007, the
Company received $84 of the $907 held in escrow, which will be recorded as income in the first quarter of fiscal
year 2008.
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On June 7, 2007, the Company announced that its Board of Directors (the “Board”) on June 5, 2007 had
authorized the repurchase of up to $60,000 of the Company’s Common Stock. The repurchase program was
funded using the Company’s available cash. During the fourth quarter of fiscal year 2007, the Company
repurchased 818,030 shares of Common £ tock under this repurchase program for $60,000 at an average purchase
price of $73.35 per share. The repurchase program was completed on July 26, 2007. The Company’s cash, cash
equivalent and marketable securities decrcased $29,692 from $258,237 at July 31, 2006 to $228,545 at July 31,
2007 primarily as a result of the Common Stock repurchase.

On November 8, 2006, John W. Wood Ir. resigned as the Company’s President. Mr. Wood’s retirement as
the Company’s CEO and as a director was effective December 31, 2006. The Board appointed Dr. Edmund F.
Becker, Jr. as President and Chief Operating Officer effective November 8, 2006, on an interim basis. The Board
appointed Bernard M. Gordon as Executive Chairman and John A. Tarello, the Company’s former Chairman of
the Board, as Vice Chairman of the Boar¢, on an interim basis while a search for a successor to Mr. Wood was
conducted. As Executive Chairman, Mr. GGordon served as Chairman of the Board and as the Company’s
principal execulive officer. On May 7, 20)7, the Board appointed James W. Green as the Company’s President
and Chief Executive Officer, effective Muy 21, 2007. Effective May 21, 2007, Mr. Gordon ceased being the
Company’s Executive Chairman and prin:ipal executive officer, but continued to serve as an advisor to the
Company through July 31, 2007. Mr. Gordon will continue to serve as Chairman of the Board. Also effective
May 21, 2007, Dr. Becker ceased being the Company’s President and was appointed as Executive Vice President,
while maintaining his role as Chief Operating Officer.

Results of Operations
Fiscal Year 2007 Compared to Fiscal Year 2006

Net revenue and gross margin for fiscal year 2007 as compared with fiscal year 2006, are summarized in the
tables below.

Product Revenue

Fiscal Year Percentage
2007 2006 Decline
PrOUELS .ottt et et et e e e e e e e $312,921  $323 486 3%
GIroSS MATZIN . o v vt ettt v e e e et a e e ettt 111,724 - 118,520 -6%
Gross MArgin 76 ... oottt ettt i e 35.7% 36.6%

Product revenue for fiscal year 2007 decreased $10,565, or 3%, over fiscal year 2006, which was due
primarily to Security Technology produc: revenues of $34,582 for fiscal year 2007 as compared to $58,087 for
fiscal year 2006, a decline of $23,505, or 40%. The decrease in Security Technology product revenues was due
primarily to a decline in shipments of EX’ACT systems to 52 units in fiscal year 2007 from 107 units in fiscal
year 2006 due to a decline in orders. In aldition, revenue from Digital Radiography products declined by
$7.407, or 31%, for fiscal year 2007 as compared to fiscal year 2006. The decline in Digital Radiography product
sales was consistent with the Company’s business outlook during the first quarter of fiscal year 2007 that led to
an asset impairment charge of $9,705 as discussed under the section “Asset Impairment Charges” below. The
November 1, 2006 sale of certain assets :ind liabilities of SKY, which had no revenue in fiscal year 2007 as
compared to $4,868 for fiscal year 2006, also contributed to the product revenue decrease. These decreases were
partially offset by increased sales of Mecical Imaging and B-K Medical products of $11,924, or 7%, and
$6,718, or 9%, respectively, during fisca. year 2007 as compared to fiscal year 2006. The increase in Medical -
Imaging products was driven by strong demand for 16-slice and 64-slice data acquisition systems, CT
subsystems, and MRI subsystems. The increase in B-K Medical revenues was due primarily to foreign currency
exchange rates. :
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Product gross margin decreased to 35.7% for fiscal year 2007, from 36.6% for fiscal year 2006. The
decrease was due primarily to an increase in asset write-downs of $1,264 in fiscal year 2007 as compared to
fiscal year 2006, which is discussed under the section “Asset Impairment Charges”. Also contributing to the
decrease in the product gross margin was the reduced manufacturing efficiency in Security Technology products
caused by lower production volumes. These decreases were partially offset by efficiencies resulting from
increased volume of certain Medical Technology products such as the 16-slice and 64-slice data acquisition
systems and CT subsystems as well as improved margins on ultrasound products as a result of favorable product
and distribution channel price mix and continued product cost reductions.

Engineering Revenue

Fiscal Year

Percentage
2007 2006 Growth (Decline)
ENQINEETING « .o v v oo e et e e e e et e $17,182  $17,859 4%
GIOSS MATZIN .. ..ot s et et e ettt e et se e enens 1,446  (2,104) 169%
Grossmargin % .. ......ooiii i P 84%  -11.83% '

Engineering revenue decreased $677, or 4%, for fiscal year 2007 as compared to fiscal year 2006. The
decrease was due primarily to $1,900 of funding the Company received during fiscal year 2006 on a completed
Digital Radiography products project for which the costs had been expensed in prior periods due to the
uncertainty of their recovery. This decrease was partially offset by an increase of $1,673 in Medical Technology
projects from $7,570 in fiscal year 2006 to $9,243 due to the completion of a data management system project
for an OEM customer that resulted in revenue of $1,688 under the completed contract method. Engineering
revenue for Security Technology products remained relatively constant with $5,972 is fiscal year 2007 as
compared to $6,224 in fiscal year 2006.

The engineering gross margin for fiscal year 2007 was $1,446 as compared to a loss of $2,104 for fiscal year
2006, an increase of $3,550. The increase was due primarily to gross margin of $2,000 on two contracts with the
TSA related to Security Technology products during fiscal year 2007. The increase was additionally due to the
Company completing work on a Security Technology project that resulted in gross margin of $793 under the
completed contract method. These increases were partially offset by costs in excess of contract revenue of
$1,706 on Medical Technology projects. The loss of $2,104 for fiscal year 2006 was made up primarily of costs
in excess of contract revenues for Medical Technology and Security Technology projects, which includes
approximately $4,061 for three U.S. government projects. These costs in excess of contract revenues was
partially offset by $1,900 of additional funds received on a completed project for which the costs had been
previously expensed in prior periods due to the uncertainty of their recovery.

Other Revenue

Other revenue of $10,679 and $10,100 for fiscal years 2007 and 2006, respectively, represents revenue from
the hotel operations. The increase was due primarily to higher occupancy rates and an increase in room rates.

Asset Impairment Charges

Asset impairment charges included in costs of sales increased by $1,264 from $7,361 in fiscal year 2006 to
$8,625 in fiscal year 2007. The $7,361 of asset impairment charges incurred in fiscal year 2006 related to a write-
down of $5,772 related to certain inventories of a CT Medical program due to uncertainty that arose with respect
to the viability of the program based on discussions with an OEM customer. Also included in the $7.361 was a -
write-down of $1,179 related to SKY inventory as the result of the Company’s decision to restructure SKY
during fiscal year 2006 based on continued lower-than-expected sales. During the quarter ended July 31, 2006,
the Company decided to close the business operations of SKY based on continued lower-than-expected sales,
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which resulted in an additional write-down of $410 of inventory. On November 1, 2006, the Company sold
certain assets of SKY and its obligation to service previously soid products for a purchase price of $405. The
$405 includes $225 in cash paid at closirig, $150 in cash paid after the closing for additional inventory, and the
assumption of $30 in liabilities. The Comnany recorded a gain of $205 from the sale in fiscal year 2007.

As a result of continuing losses and the business outlook of its digital radiography business, during fiscal
year 2007, the Company recorded asset irnpairment charges of $9,705 associated with the write-down of the
digital radiography business assets to their estimated net realizable values as a group. Of the $9.703 asset
impairment charges, $8,625 was recordec. to cost of sales and $1,080 was recorded to operating expenses. The
$8,625 asset impairment charge recorded to cost of sales included $4,144 related to inventory, $4,191 related to a
software license, and $290 related to other assets. In August 2007, the Company notified customers of Anexa that
sales and marketing of Anexa products would cease immediately, but that Analogic would continue to service
and support the products previously sold to customers for the foreseeable future.

Operating Expenses

Operating expenses declined $11,494, or 9% in fiscal year 2007 as compared with fiscal year 2006 as shown
below.

. Fiscal Year Percentage of Revenue

) 2007 . 2006 2007 2006
Research and product development ... ... . ....... . iii.n. $ 46955 $ 51,790 138% 14.8%
Selling and marketing ............. .. .o 30,066 29,242 8.8% 8.3%
General and administrative ................. e e 36,789 37.837 10.8% 10.8%
Restructuring and asset impairment charges .................... 1,080 1,515 03%  21%

$114,890 3126384 33.7% 36.0%

Research and product developmert expenses decreased $4,835 from fiscal year 2006 to fiscal year 2007.
The decrease was related primarily 1o 1zss spending on engineering and development materials, a decline in the
share-based compensation expense of 5531, the closure of SKY’s business operations last year, which had
research and development spending of $983 in fiscal year 2006, and implemented cost saving initiatives.

Selling and marketing expenses increased $824 from fiscal year 2006 to fiscal year 2007. The increase was
due primarily to increases in sales incentive bonuses and consulting costs of $496 and $511, respectively.

General and administrative exper ses decreased $1,048 from fiscal year 2006 to fiscal year 2007. The
decrease was related primarily to $687 from the closure of SKY’s business operations last year and a decline in
the share-based compensation expenst: of $1,107 and Sarbanes- -Oxley Act compliance costs and audit fees of
$2,122 from fiscal year 2006 to fiscal year 2007. These decreases were partially offset by a real estate tax
abatement credit received during fisc:1 year 2006, which reduced spending in that period, and an mcrease in
bonus and profit sharing costs of $1.129 from fiscal year 2006 to fiscal year 2007.

Restructuring and asset impairmznt charges were $1,080 for fiscal year 2007, as compared to $7,515 for
fiscal year 2006. During fiscal year 2007, the Company recorded an asset impairment charge of $1,080 related to
its digital radiography system business. Included in this charge is $696 related to capitalized software still in
development and $384 related to othcr assets. Fiscal year 2006 includes a charge of $7,515, which is made up of
the following four items: a $5,808 asset impairment charge related primarily to thé discontinuance of a medical
CT workstation development prograin; a $216 impairment charge recorded for its investment in PhotoDetection
Systems, Inc. (*PDS”) based on the (Company’s review for other-than-temporary impairment; a $275 impairment
charge recorded for the Company’s investment in Shenzhen Anke High Tech Co. Ltd (“SAHCQ”) based on a
review for other-than-temporary impairment; and a $1,216 restructuring charge related to SKY, which included
$906 for severance and $310 for a writedown of capital assets.
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Other (Income) Expense

Interest income, net was $12,755 for fiscal year 2007 as compared to $10,155 for fiscal year 2006. The
increase was due primarily to higher invested cash balances and to higher effective interest rates.

The Company recorded an equity loss in unconsolidated affiliates of $667 related to PDS for fiscal year
2007 compared to an equity loss of $787 for fiscal year 2006, of which $455 related to SAHCO and $332 related
to PDS.

The gain on sale of other investments for fiscal year 2007 includes dividend income and a gain on sale of
the Company's 17% ownership interest in BIR totaling $4,036 in fiscal year 2007.

Other income was $226 and $14 for fiscal years 2007 and 2006, respectively. The increase in other income
was predominantly due to foreign currency exchange gains realized by the Company’s Canadian and Danish
subsidiaries. In addition, during fiscal year 2007, the Company recorded a gain of $205 from the sale of SKY
assets, which was offset by the recovery of a $197 bad debt write-off in a prior year during fiscal year 2006.

Provision for Income Taxes

The effective tax rate for fiscal years 2007 and 2006 was a provision of 18% and a benefit of 11%,
respectively. The effective tax rate for fiscal year 2007 includes a benefit of 4% in conjunction with the closure
of the SKY business and a benefit of 5% due to the release of tax reserves resulting from the expiration of
statutes of limitations on prior year tax filings and for an Internal Revenue Service (“IRS”) refund of $313. The
fiscal year 2007 rate also includes the reinstatement of the U.S research and experimentation credit as of -
January 1, 2006 and a reduction in the Danish tax rate from 28% to 25%. The lower rate in fiscal year 2006 was
due primarily to reduced income, with a tax benefit from foreign operations due to a lower foreign tax rate. Also
contributing to the reduced rate for fiscal year 2006 rate was the tax reserve release of $332 for an IRS refund
and a provision-to-return adjustment in the third quarter of fiscal year 2006, which provided an out-of-period tax
benefit of $329. )

Ner Income and Earnings per Share

Net income and earnings per share from continuing operations for fiscal year 2007 and fiscal year 2006,
were as follows:

Fiscal Year

2007 2006
Income from continuing operations before discontinued operations and
cumulative effect of change in accounting principle ..................... $15,380  $4,600
G of NELTEVENUE ... . .. it it i i 4.5% 1.3%
Diluted EPS from continuing operations .................... . iieeiaean. $ 110 %033

Net income from continuing operations was $15,380 for fiscal year 2007 as compared to net income from
continuing operations of $4,600 for fiscal year 2006. Basic and diluted earnings per share from continuing
operations for fiscal year 2007 was $1.11 and $1.10, respectively, as compared to basic and diluted earnings per
share of $0.34 and $0.33, respectively, for fiscal year 2006. Net income for fiscal years 2007 and 2006 included
pre-tax charges of $9,705 and $14,876, respectively, related to asset impairments and restructuring. Net income
from fiscal year 2007 also includes dividend income and a gain on sale of the Company’s 17% ownership interest
in BIR, totaling $4,036.
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Fiscal Year 2006 Compared to Fiscal Year 2005

Net revenue and gross margin for fiscal year 2006 as compared with fiscal year 2005 are summarized in the
tables below.

i

Product Revenue

Fiscal Year

Percentage
2006 2005 Growth
ProdUCES .. i e e $323486 $298,157 8%
GrOSS TNATZIN L 4« e e ettt aaaaa e 118,520 116,993 1%
Grossmargin %o .. ... e 36.6% 39.2%

Product revenue in fiscal year 2006 was $323,486 as compared to $298,157 in fiscal year 20035, an increase
of $25,329, or 8%. The increase in produ.t revenue was due primarily to sales of Medical Technology Products,
which increased by $19,157, or 8%, over the prior year. This increase was due primarily to increased sales of the
Company’s data acquisition products of %8,181, digital radiography equipment of $8,049, and ultrasound
equipment of $6,369, partially offset by ¢ ontinued lower demand for the Company’s sub systems used in MRI
scanners. Increased product revenue for fiecurity Technology Products of $8,282, or 17%, over the prior year
resulted from the sale of an additional 30 EXACT systems, partially offset by a decrease in spare part sales. The
revenue increase for Medical Technology Products and Security Technology Products was partially offset by a
decrease of $2,132 of Corporate and othcr revenue due primarily to lower demand for embedded multiprocessing
products as the Company exits this business.

Product gross margin increased $1,327 in fiscal year 2006 over fiscal year 2005, due primarily to higher
revenue. Product gross margin percentage decreased 0 36.6% of product revenue in fiscal year 2006 from 39.2%
of product revenue in fiscal year 2005. Excluding the asset impairment charge of $7,361 in fiscal year 2006, the
product gross margin percentage of 38.9% for fiscal year 2006 was relatively consistent with the gross margin
percentage of 39.2% in fiscal year 2005.

Engineering Revenue

Fiscal Year Percentage
2006 2005 Decline
ENGINEEIANG . ..ottt ittt e $17,859 $19,168 -1%
GroSS MIATEIN . . ottt i ettt i cie it e (2,104) 2,509 -184%
Grossmargin @ . ... .oouu et e e -11.8% 13.1%

Engineering revenue in fiscal year 2006 was $17,859 as compared to $19,168 in fiscal year 2003, a decrease
of $1,309, or 7%. This decrease resulted primarily from lower revenue for security engineering funded projects
of approximately $2,533, due primarily to a large funded project which was completed last year. This decrease
was partially offset by increased funding for certain customer funded projects for Medical Technology Products.

The engineering gross margin decreased by $4,613 in fiscal year 2006 over fiscal year 2005, due primarily
to Security Products contract costs exczeding the U.S. Transportation Security Administration (“TSA™) funded
amounts.

Other Revenue

Other revenue of $10,100 and $9 154 in fiscal year 2006 and fiscal year 2005, respectively, represents
revenue from the Company’s hotel op :ration. This increase was due primarily to higher occupancy rates.
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Operating Expenses

Operating expenses increased $4,197 or 3.4% in fiscal year 2006 as compared with fiscal year 2005 as
shown below.

Fiscal Year Percentage of Revenue

2006 2005 2006 2005
Research and product development . ............ . ... ... ..... $ 51,790 §$ 50470 148% 13.5%
Sellingand marketing ........... .. ... . .ol 29,242 29,168 8.3% 8.9%
General and administrative . ........ ... ..t 37,837 39,549 10.8% 12.1%
Restructuring and asset impairment charges .................... 7,515 3,000 21% 0.9%

$126,384 §$122,187  36.0% 37.4%

Research and product development expenses were $51,790 in fiscal year 2006 as compared to $50,470 in
fiscal year 2005, or 14.8% and 15.5% of total revenue, respectively, in each year. The increase in research and
product development expenses of $1,320 was due primarily to approximately $2,377 of increased personnel and
related costs including expenses for share-based payments in connection with the adoption of Statement of
Financial Accounting Standards ("SFAS™) No. 123(R), “Share-Based Paymens”. This increase was required to
support product development focused on a number of projects for security systems, as well as developing a new
generation of medical imaging equipment, and an extended family of multi-slice CT data acquisition systems,
Partially offsetting this increase were savings realized from the restructuring of SKY,

Selling and marketing expenses were $29,242 and $29,168, respectively, for fiscal years 2006 and 2005.
Selling and marketing expenses were 8.3% of total revenue in fiscal year 2006 as compared to 8.9% of total
revenue in fiscal year 2005. Although selling and marketing expenses remained basically unchanged in fiscal
year 2006 versus fiscal year 2005, fiscal year 2006 includes $237 of share-based payments for the adoption of
SFAS [23(R).

General and administrative expenses were $37,837 in fiscal year 2006, or 10.8% of total revenue, as
compared to $39,549 in fiscal year 2005, or 12.1% of total revenue, The decrease of $1,712 was attributable
primarily to non-recurring tegal costs related to the Camtronics’ review of revenue recognition procedures, and
lower expenses to comply with the Securities and Exchange Commission (“SEC”) internal contrel rules as
compared to the prior year. These reductions were offset partially by expenses associated with share-based
payments in connection with the adoption of SFAS 123(R) and other general expenses.

Restructuring and asset impairment charges were $7,515 in fiscal year 2006, as compared to $3,000 in fiscal
year 2003. In fiscal year 2006, asset impairment charges related primarily to a medical CT development program
of $1,958; the discontinuance of a medical CT workstation development program of $3,850; and severance costs
and certain write-downs of capital assets for the restructuring of SKY of $1,216. In fiscal year 2005 the
restructuring and asset impairment charges of $3,000 related to PDS based on the net realizable value of the
Company’s investment of 32,160, and $840 related to the re-alignmeat of certain technologies and research and
development activities.

The impact of adopting SFAS 123(R) in fiscal year 2006 on operating expenses was approximately $3,269.
Software development costs of $1,109 and $3,530 were capitalized in fiscal year 2006 and fiscal year 2005,
respectively. Amortization of capitalized software costs amounted to $1,157 and $857 in fiscal year 2006 and

fiscal year 2005, respectively, and is included in product cost of sales in the Company’s Consolidated Statements
of Operations.
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Other (Income) Expense

Interest income in fiscal year 2006 was $10,223 as compared to $5,243 in fiscal year 2005. The increase of
$4,980 was primarily the results of higher effective interest rates on short-term investments and a higher invested
cash balance primarily due to the proceeds from the Company’s sale of Camtronics for approximately $40,000.

The Company recorded an equity loss on its unconsolidated affiliated investments of $787 as compared to
an equity gain of $283 in fiscal year 2006 and fiscal year 2005, respectively. The equity loss in fiscal year 2006
consists of $455 and $332 for the Compar y’s share of losses in SAHCO and PDS, respectively. The equity gain
in fiscal year 2005 consists of a gain of $474 for the Company’s share of profit in SAHCO, partially offset by a
loss of $191 for the Company’s share of losses in Cedara.

Gain on sale of marketable securities of $43,829 in fiscal year 2005 represents the gain related to the
Company’s sale of its equity interest in Cedara.

Provision for Income Taxes

The effective tax rate on continuing operations for fiscal year 2006 was a benefit of 11% as compared to an
expense of 31% for fiscal year 2005. The rate reduction is due primarily to reduced income, with a tax benefit
from overseas operations and the tax reserve release of $332 for an IRS refund also reducing the rate. In addition,
during the third quarter of fiscal year 200¢: the Company recorded a provision-to-return adjustment which
provided an out-of-period tax benefit of $329. The rate reduction was offset, in part, by the setting up of a
valuation allowance for state income tax credits and by the suspension of the federal research credit.

Net Income and Earnings per Share

Net income and earnings per share from continuing operations for fiscal year 2006 and fiscal year 2005,
were as follows:

Fiscal Year
2006 2005
Income from continuing operations bzfore discontinued operations and
cumulative effect of change in accounting principle ..................... $4,600  $34,659
G Of MELTEVENMUE . .. ... iet e tei ittt et iia ey 1.3% 10.6%
Diluted EPS from continuing Operations . ...............c.c.ovveeenonnnaans $033 § 254

Net income from continuing operatio s in fiscal year 2006 was $4,600 as compared to $34,659 in fiscal year
2005. Basic earnings per share from continuing operations were $0.34 in fiscal year 2006 as compared to $2.55
in fiscal year 2005. Diluted earnings per share from continuing operations were $0.33 in fiscal year 2006 as
compared to $2.54 in fiscal year 2005. Nel income for fiscal year 2006 included pre-tax charges of $14,876
related to asset impairments and restructuring. Net income for fiscal year 2005 includes an after-tax gain of
approximately $27,388, or $2.01 per diluted share, related 1o the Company’s sale of its equity interest in Cedara.
In addition, pre-tax charges of $3,000 relaied to asset impairments were included in fiscal year 2005 net income.

Liquidity and Capital Resources

Cash and cash equivalents and marke :able securities totaled $228,545 and $258,237 at July 31, 2007 and
July 31, 2006, respectively. Working capital was $300,114 and $334,955 at July 31, 2007 and July 31, 2006,
respectively. The Company’s balance sheet reflected a decline in the current ratio to 5.6 to 1 at July 31, 2007 as
compared to 7.0 to 1 at July 31, 2006, due to the cash used by the Company’s stock repurchase in fiscal year
2007 of $60,000. Liquidity has been provided principally through funds provided from operations with short-
term time deposits and marketable securitizs available to provide additional sources of cash.
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The Company faces exposure to financial market risks, including adverse movements in foreign currency
exchange rates, and changes in interest rates. These exposures can change over time as business practices evolve
and could have a material adverse impact on the Company’s financial results. The Company’s primary exposure
is related to fluctuations between the U.S. dotlar and local currencies for the Company’s subsidiaries in Canada
and Europe.

The carrying amounts reflected in the consolidated balance sheets of cash and cash equivalents, trade
receivables, and trade payables approximate fair value at July 31, 2007, due to the short maturities of these
instruments.

The Company maintains a limited bond investment portfolio of various issuers, types, and maturities. This
portfolio is classified on the balance sheet as either cash and cash equivalents or marketable securities, depending
on the lengths of time to maturity from original purchase. Cash equivalents totaled $226,545 at July 31, 2007 and
include all highly liquid investments with maturities of three months or less from the time of purchase.
Investments having maturities from the time of purchase in excess of three months totaled $2,000 at July 31,
2007 and are stated at amortized cost, which approximates fair value, and are classified as available for sale. A
rise in interest rates could have an adverse impact on the fair value of the Company’s investment portfolio. The
Company does not currently hedge these interest rate exposures,

Net cash provided by operating activities for continuing operations was $34,221 in fiscal year 2007, $12,516
in fiscal year 2006, and $7,016 in fiscal year 2005. The cash flows generated from operating activities for
continuing operations in fiscal year 2007 were due primarily to net income of $15,380, the non-cash impact of
asset impairment charges of $9,705, and depreciation and amortization of $14,565, partially offset by the gain on
sale of BIR of $4,036, an increase in deferred income taxes of $2,806, and a net change in operating assets and
liabilities of $860. The net change in operating assets and liabilities was due primarily to increases in accounts
receivable, inventories, and other assets of $6,042, $1,532, and $1,435, respectively, partially offset by increases
in accounts payable, accrued liabilities, and advanced payments and deferred revenue of $3,974, $1,133, and
$2,543, respectively.

The increase in deferred income taxes of $2,806 is due primarily to tax benefits derived from the $9,705
digital radiography business asset impairment charge partially offset by the disposition of obsolete inventory due
to the sale of SKY in fiscal year 2007,

The increase in accounts receivable of $6,042 is due primarily to an increase in revenues of $9,2135 for the
fourth quarter of fiscal year 2007 as compared to fiscal year 2006 as well as to an increase of two days in the age
of receivables from 54 days at July 31, 2006 to 56 days at July 31, 2007. The increase in inventories of $1,532 is
due primarily to additional inventory needs in fiscal year 2007 due to the growth of the Medical Imaging
Products business and the increase in the backlog to $101,574 at July 31, 2007 as compared to $74,691 at
July 31, 2006. The increase in other assets of $1,435 is due primarily to an increase of deferred costs on
engineering projects accounted for using the completed contract method.

The increase in accounts payable was due to timing of vendor payments, The increase in accrued liabilities
was due primarily to an increase in employee compensation and benefits from July 31, 2006 to July 31, 2007 due
to additional bonus and profit-sharing accruals. The increase in advance payments and deferred revenue was due
primarily to $2,253 of revenue deferred for a contract that has undelivered elements, for which the Company
does not have fair value.

Net cash used for investing activities for continuing operations was $1,587 in fiscal year 2007 as compared
to net cash provided by investing activities of $29,452 and $49,122 in fiscal years 2006 and 2005, respectively.
The cash used for investing activities for continuing operations in fiscal year 2007 was due primarily to capital
expenditures and software development costs of $8,988 and $1,295, respectively, partially offset by the dividend
income and sale proceeds of the Company’s interest in BIR totaling $4,236 and maturities of marketable
securities of $3,800.
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Net cash used for financing activities from continuing operations was $60,001 and $149 in fiscal years 2007
and 2005, respectively, as compared to cash provided by financing activities from continuing operations of $248
for fiscal year 2006. Net cash used for finaacing activities from continuing operations in fiscal year 2007
consisted of $5,589 for dividends paid to stockholders and $60,000 to repurchase the Company’s shares of
Common Stock, partially offset by cash received from the issuance of stock pursuant to the Company’s employee
stock option and stock purchase plans of $5,111.

The Company believes that its balances of cash and cash equivalents, marketable securities, and cash flows
expected to be generated by future operatir.g activities will be sufficient to meet its cash requirements for at least
the next 12 months.

Commitments, Contractual Obligations and Off-Balance Sheet Arrangements

The Company’s contractual obligations at July 31, 2007, and the effect such obligations are expected to
have on liquidity and cash flows in future periods are as follows:

Less than More than
Contractual Obligation Total 1 year 1-3years 4-5years S years
Operating leases . ..........covrriiiinnennnnnn.. $ 6808 § 1,956 3$2448 §1,107  $1,297
Purchase obligations . .. ........................... 35484 31,116 4,368 — —

$42292 $33,072 $6,816  $1,107  $1,297

The Company currently has approximately $23,954 in revolving credit facilities with various banks
available for direct borrowings. There wer:: no direct borrowings or off-balance sheet arrangements in fiscal year
2007 or fiscal year 2006.

New Accounting Pronouncements

In June 2006, the Financial Accounting Standards Board (“FASB") issued FASB Interpretation (“FIN™)
No. 48, "Accounting for Uncertainty in Income Taxes”, which is an interpretation of SFAS No. 109,
“Accounting for Income Taxes”. FIN No. <8 requires management to perform a two-step evaluation of all tax
positions, ensuring that these tax return porsitions meet the “more likely than not” recognition threshold and can
be measured with sufficient precision io determine the benefit recognized in the financial statements. These
evaluations provide management with a co nprehensive model for how a company should recognize, measure,
present, and disclose in its financial statem:nts certain tax positions that the Company has taken or expects to
take on its income tax returns. The Company is required to adopt FIN No. 48 effective as of August 1, 2007. The
Company is currently evaluating the effect FIN No. 48 will have on its financial statements.
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The Company adopted SFAS No. 158, “Employer's Accounting for Defined Benefit Pension and Other
Postretirement Plans-an amendment of FASB Statements No. 87, 88, 106, and 132(R),” effective December 15,
2006. SFAS No. 158 requires an employer to recognize in its statement of financial position an asset for a plan’s
overfunded status or a liability for a plan’s underfunded status, measure a plan’s assets and its obligations that
determine its funded status as of the end of the employer’s fiscal year, and recognize changes in the funded status
of a defined benefit postretirement plan in the year in which the changes occur. Those changes will be reported in
other comprehensive income and in a separate component of shareholder’s equity. The following table
summarizes the incremental effects of the initial adoption of SFAS No. 158 on the Company’s Consolidated
Balance Sheet at July 31, 2007:

Before After

Application SFAS 158 Application
of SFAS 158  Adjustments of SFAS 158

Other CUIment @8SeLS .« ...ttt it e ree e $ 11,255 $(609) $ 10,646
Refundable and deferred incometaxes ......... .. ... . . ... 23,112 241 23,353
Total @SSBIS . .o ot e e e e 459,509 (368) 459,141
Total liabilities . ... .. ... o e 65,784 — 65,784
Accumulated other comprehensive income . .......... ... ... ... .. 10,593 (368) 10,225
Total stockholders’ equity ............ ... ... i, 393,725 (368) 393,357
Total liabilities and stockholders” equity . .......................... 459,509 (368) 459,141

The Company adopted the SEC Staff Accounting Bulletin (“SAB”) No. 108, “Considering the Effects of
Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements,” effective
November 15, 2006. SAB Ne. 108 requires misstatements to be quantified based on their impact on each of the
financial statemenis and related disclosures. The adoption of this statement did not have a material impact on the
Company’s financial position or results of operations.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. SFAS No. 157
prescribes a single definition of fair value as the price that is received when an asset is sold or paid to transfer a
liability in an orderly transaction beiween market participants at the measurement date. SFAS No. 157 is
effective for the Company’s interim reporting period beginning August I, 2008. The Company is currenily
evaluating the effect SFAS No. 157 will have on its financial statements. However, the Company does not
believe at this time its adoption will have a material impact on its financial condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities-including an amendment of SFAS No. 115". The new statement allows entities to choose, at
specified election dates, to measure eligible financial assets and liabilities at fair value that are not otherwise
required to be measured at fair value, If a company elects the fair value option for an eligible item, changes in
that item’s fair value in subsequent reporting periods must be recognized in current earnings. SFAS No. 159 ig
effective for fiscal years beginning after November 15, 2007. The Company is currently evaluating the effect
SFAS No. 159 will have on its financial statements. However, the Company does not believe at this time its
adoption will have a material impact on its financial condition or results of operations.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of the Company’s financial condition and results of operations are
based on the Company’s consolidated financial statements, which have been prepared in accordance with
accounting principles generally accepted in the United States of America. The Company’s most critical
accounting policies have a significant impact on the preparation of these consolidated financial statements. These
policies include estimates and significant judgments that affect the reported amounts of assets, liabilities,
revenues and expense, and related disclosures of contingent assets and liabilities. The Company continues to
evaluate its estimates and judgments on an on-going basis. By their nature, these policies require management to
make its most difficult and subjective judgments, often as a result of the need to make estimates on matters that

32




are inherently uncertain. In the case of the Company’s critical accounting policies, these estimates and judgments
are based on its historical experience, terir s of existing contracts, the Company’s observance of trends in the
industry, information provided by its customers, and information available from other outside sources, as
appropriate. The Company believes the fo lowing accounting policies and estimates require management to make
the most difficult judgments in the prepar:tion of the Company’s consolidated financial statements and
accordingly are critical.

Revenue Recognition and Accounts Receivable

The Company recognizes the majority of its product revenue in accordance with SEC Staff Accounting
Bulletin No. 104, “Revenue Recognition in Financial Statements”. Revenue related to product sales is
recognized upon shipment provided that t tle and risk of loss have passed to the customer, there is persuasive
evidence of an arrangement, the sales price is fixed or determinable, collection of the related receivable is
reasonably assured and customer acceptaice criteria, if any, have been successfully demonstrated. For product
sales with acceptance criteria that are not successfully demonstrated prior to shipment, revenue is recognized
upon customer acceptance, provided all o'her revenue recognition criteria have been met. The Company’s sales
contracts generally provide for the custonier to accept title and risk of loss when the product leaves the
Company’s facilities. When shipping terms or local laws do not allow for passage of title and risk of loss at the
shipping point, the Company defers recognizing revenue until title and risk of loss transfer to the customer. The
Company classifies shipping and handling invoiced to customers as revenue and the related costs in cost of sales.
Sales and other taxes collected from customers and subsequently remitted to government authorities are recorded
as accounts receivable with a corresponding offset recorded to sales taxes payable. These balances are removed
from the consolidated balance sheet when the cash is remitted to the tax authority. The Company includes service
revenue, related primarily to extended wirranty contracts and repairs, in the product revenue line item of its
Consolidated Statement of Operations as they are deemed immaterial for separate classification.

The Company's transactions someti nes involve multiple elements (i.e., products and services). Revenue
under multiple element arrangements is recognized in accordance with Emerging Issues Task Force (“EITF")
Issue No. 00-21, “Accounting for Revenve Arrangements with Multiple Deliverables”. Under this method, if an
element is determined to be a separate urit of accounting, the revenue for the element is based on fair value and
determined by vendor objective evidence (“VOE"), and recognized at the time of delivery. If an arrangement
includes undelivered elements that are not essential to the functionality of the delivered elements, the Company
defers that fair value of the undelivered ¢lements with the residual revenue allocated to the delivered elements.
Fair value is determined based upon the rice charged when the element is sold separately. If there is not
sufficient evidence of the fair value of the undelivered elements, no revenue is allocated to the delivered elements
and the total consideration received is deferred until delivery of those elements for which objective and reliable
evidence of the fair value is not availabl:. Maintenance or service revenues are recognized ratably over the life of
the contract.

For business units that sell software licenses or products in which the software is considered more than
incidental, the Company recognizes reveé nue in accordance with the American Institute of Certified Public
Accountants (“AICPA™)’s Statement of Position 97-2, “Software Revenue Recognition” (“SOP 97-2"). The
application of SOP 97-2 requires judgme:nt, including whether a software arrangement includes multiple
elements, and if so, whether vendor-specific objective evidence (“VSOE”) of fair value exists for those elements.
License revenue is recognized upon delivery, provided that persuasive evidence of an arrangement exists, no
significant obligations with regard to in:tallation or implementation remain, fees are fixed or determinable,
collectibility is probable, and customer acceptance, when applicable, is obtained. The Company allocates revenue
first to the fair value of the undelivered :lements and then allocates the residual revenue to the delivered
elements. Hardware and software maint:nance is marketed under annuat and multi-year arrangements and
revenue is recognized ratably over the contracted maintenance term.

The Company provides engineerin 3 services to some of its customers on a contractual basis and recognizes
revenue using the percentage of completion method. The Company generally estimates the progress towards
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completion on contracts with a fixed-fee arrangement on a monthly basis utilizing costs incurred to date as a
percentage of tolal estimated costs to complete the project. If the Company does not have a sufficient basis to
measure progress towards completion, revenue and related costs are deferred and recognized upon completion of
the contract. When total cost estimates exceed total revenues, the Company accrues for the estimated losses
immediately.

Deferred revenue is comprised of: (1) maintenance and other service revenues for which payment has been
received and for which services have not yet been performed; and (2) revenues related to delivered components
of a multiple-element arrangement for which VOE, or VSOE, of fair value is not available for components not
yet delivered or accepted by the customer.

Revenue related to the hotel operations is recognized as services are performed.

The Company grants credit to domestic and foreign original equipment manufacturers, distributors, and end
users, and performs ongoing credit evaluations of its customers’ financial condition. The Company continuously
monitors collections and payments from its customers and maintains a provision for estimated credit losses based
upon specific customer collection issues that have been identified. If it is determined that a current quarter sale is
not collectible, recognition of revenue on such sale will be deferred until collection is made.

Stock-based compensation

Eftective August I, 2005, the Company adopted the provisions of the SFAS No. 123(R). (See Note 3 of
Notes to Consolidated Financial Statements). Under this SFAS 123(R), the Company is required to record
compensation cost for all share-based payments granted after the date of adoption based on the grant date fair
value, estimated in accordance with the provisions of SFAS 123(R), and for the unvested portion of all share-
based payments previously granted that remain outstanding based on the grant date fair value, estimated in
accordance with the original provisions of SFAS 123. The Company expenses share-based compensation under
the straight-line method. '

The choice of a valuation technique, and the approach utilized to develap the underlying assumptions for
that technique, involve significant judgments. These judgments reflect management’s assessment of the most
accurate method of valuing the stock options the Company issues, based on the Company’s historical experience,
knowledge of current conditions, and beliefs of what could occur in the future given available information. The
Company’s judgments could change over time as additional information becomes available, or the facts
underlying its assumptions change over time, and any change in the Company’s judgments could have a material
effect on its financial statements. Management believes that its estimates incorporate all relevant information and
represent a reasonable approximation in light of the difficulties involved in valuing non-traded stock options.

Inventories

The Company values inventory at the lower of cost or market using the first-in, first-out (FIFO) method.
Management assesses the recoverability of inventory based on types and levels of inventory held, product life
cycles, and changes in technology. A variety of methodologies are used to determine the amount of inventory
reserves necessary for excess and obsolete inventory. Write-downs are based upon the age of the inventory,
lower of cost or market, along with significant management judgments concerning future demands for the
inventory. If actual demand for the Company’s products is less than its estimates, or the Company experiences a
higher incidence of inventory obsolescence because of rapidly changing technology and customer requirements,
additional write-downs for existing inventories might be recorded in future periods. Once recorded, inventory
valuation provisions are not subsequently reversed until the inventory is used or disposed of.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of cash and cash equivalents, marketable securities, and accounts receivable. The Company maintains
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a limited bond investment portfolio of varios types and maturities with high-credit-quality issuers. Cash and
cash equivalents not required for working cipital purposes are placed in short-term investments of government
agency discounted notes with original maturities of three months or less. The Company grants credit to domestic
and foreign original equipment manufacturers, distributors, and end users, and performs ongoing credit
evaluations on its customers’ financial condition. The Company continuously monitors collections and payments
from its customers and maintains a provision for estimated credit losses based upon specific customer collection
issues that have been identified. While such credit losses have historically been within expectations and
provisions established, there is no guarante:: that the Company will continue to experience the same credit loss
rates as in the past. Since the accounts recejvable are concentrated among relatively few customers, a significant
change in the liquidity or financial position of any one of these customers could have a material adverse impact
on the collectibility of accounts receivable and future operating results.

Warranty Reserve

The Company provides for the estimated cost of product warranties at the time products are shipped.
Although the Company engages in extensive product-quality programs and processes, its warranty obligations
are affected by product failure rates and service delivery costs incurred to correct product failures. Should actual
product failure rates or service delivery costs differ from the Company's estimates (which are based on specific
warranty claims, historical data, and engineering estimates, where applicable), revisions to the estimated
warranty liability would be required. Such revisions could adversely affect the Company’s operating results.
Generally, the Company warrants that its products will perform in all material respects in accordance with its
standard published specifications in effect at the time of delivery of the products to the customer for a period
ranging from 12 to 24 months from the date of delivery.

Investments in and Advances to Affiliated Companies

The Company has investments in coinpanies whose business relates to the Company’s strategic focus.
Investments in companies over which the Company has the ability to exercise significant influence are accounted
for under the equity method if the Company’s ownership interest ranges from 20% to 50%. Investments in
companies over which the Company does not have the ability to exercise significant influence are accounted for
under the cost method. In assessing the re coverability of these investments, the Company must make certain
assumptions and judgments based upon changes in the Company’s overall business strategy, the financial
condition of the affiliated companies, market conditions, and the industry and economic environment in which
the entities operate.

Intangible Assets and Other Long-Lived Assets

Intangible assets consist of: intellectual property, licenses, and capitalized software. Other long-lived assets
consist primarily of property, plant, and :quipment. These assets are reviewed for impairment whenever events
or changes in circumstances indicate tha: the carrying value of assets may not be recoverable. Recoverability of
these assets is measured by comparison >f their carrying value to future undiscounted cash flows the assets are
expected to generate over their remaining economic life. If such assets are considered to be impaired, the
impairment to be recognized in earnings equals the amount by which the carrying value of the assets exceeds
their fair market value determined by either a quoted market price, if any, or a value determined by utilizing a
discounted cash flow technique. Evaluaiion of impairment of long-lived assets requires estimates of future
operating results that are used in the preparation of the expected future undiscounted cash flows. Actual future
operating results and the remaining economic lives of long-lived assets could differ from the estimates used in
assessing the recoverability of these asszts. These differences could result in impairment charges, which could
have a material adverse impact on the Company’s results of operations.
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Income Taxes

The Company is required to estimate its income taxes in each of the jurisdictions within which it operates.
This process involves assessing temporary differences resulting from different treatment of items for tax and
accounting purposes. These differences result in deferred tax assets and liabilities, which are included within the
balance sheet. The Company must then assess the likelihood that the deferred tax assets will be recovered from
tuture taxable income and, to the extent that recovery is not more than likely, a valuation allowance must be
established. To the extent a valuation allowance is established, the Company must include an expense within the
tax provision in the statement of operations. In the event that actual results differ from these estimates, the
provision for income taxes and results of operations could be materially impacted. The Company establishes
liabilities for possible assessments by taxing authorities resulting from known tax exposures including, but not
limited to, certain tax credits and various federal, state, and foreign tax matters. The Company does not provide
for U.S. Federal income taxes on undistributed earnings of consolidated foreign subsidiaries, as such earnings are
intended to be indefinitely reinvested in those operations. Determination of the potential deferred income tax
liability on these undistribuled earnings is not practicable because such liability, if any, is dependent on
circumstances existing if and when remittance occurs.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

All dollar amounts in this Item 7A are in thousands.

The Company places its cash investments in high-credit-quality financial instruments and, by policy, limits
the amount of credit exposure to any one financial institution. The Company faces limited exposure to financial
market risks, including adverse movements in foreign currency exchange rates and changes in interest rates.
These exposures may change over time as business practices evolve and could have a material adverse impact on
the Company’s financial results. The Company’s primary exposure is related to fluctuations between the
U.S. dollar and local currencies for the Company’s subsidiaries in Canada and Europe.

The Company maintains a limited bond investment portfolio of various issuers, types, and maturities. The
Company’s cash and investments include cash equivalents, which the Company considers to be investments
purchased with original maturities of three months or less. Investments having original maturities in excess of
three months are stated at fair value, and are classified as available for sale. Total interest income for fiscal year
2007 was $12,841, An interest rate change of 10% would not have a material impact on the fair value of the
portfolio or on future eamnings.

Item 8.  Financial Statements and Supplementary Data

The financial statements and supplementary data are listed under Part IV, Item 15 in this Report.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

Not applicable.

Item 9A. Conirols and Procedures

The certifications of the Company’s chief executive officer and chief financial officer attached as Exhibits
31.1 and 31.2 to this Annual Report on Form 10-K include, in paragraph 4 of such certifications, information
concerning the Company’s disclosure controls and procedures, and internal control over financial reporting. Such
certifications should be read in conjunction with the information contained in this Item 9A for a more complete
understanding of the matters covered by such certifications.
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Disclosure Controls and Procedures

The Company’s management, with the participation of the Company’s chief executive officer and chief
financial officer, evaluated the effectiveness of the Company’s disclosure controls and procedures as of July 31,
2007. The term “disclosure controls and procedures”, as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934 (the “Ex:hange Acl”), means controls and other procedures of a company that
are designed 1o ensure that information required to be disclosed by the company in the reports that it files or
submits under the Exchange Act is recordzd, processed, summarized, and reported, within the time periods
specified in the SEC’s rules and forms. D sclosure controls and procedures include, without limitation, controls
and procedures designed to ensure that inyormation required to be disclosed by a company in the reports that it
files or submits under the Exchange Act i accumulated and communicated to the company’s management,
including its chief executive officer and cnief financial officer, as appropriate, to allow timely decisions to be
made regarding required disclosure. It should be noted that any system of controls and procedures, however well
designed and operated, can provide only reasonable, and not absolute, assurance that the objectives of the system
are met and that management necessarily applies its judgment in evaluating the cost-benefit relationship of
possible controls and procedures. Based ¢n the evaluation of the Company’s disclosure controls and procedures
as of July 31, 2007, the Company’s chief executive officer and chief financial officer concluded that, as of such
date, the Company’s disclosure controls :.nd procedures were effective at the reasonable assurance level.

Management’s Annual Report on Internal Control over Financial Reporting

Management's annual report on internal control over financial reporting can be found on page 41 of this
Form 10-K.

Changes in Internal Control Over Fin:incial Reporting

There were no changes to the Company’s internal control over financial reporting during the fourth quarter
ended July 31, 2007 that has materially affected, or are reasonably likely to materially affect, the Company’s
internal control over financial reporting.

Item 9B. Other Information

As a result of the compensation provided to M. Ross Brown and John A. Tarello described in Note 20 to the
Company’s Consolidated Financial Statements, the Board has determined that Mr. Brown and Mr. Tarello are no
longer “independent directors” as defined under Rule 4200(a)(15) of the NASDAQ Marketplace Rules.
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PART I

Item 10. Directors, Executive Officers and Corporate Governance

The Company will furnish to the SEC a definitive proxy statement not later than 120 days after the close of
the fiscal year ended July 31, 2007 (the “Proxy Statement”). Certain information required by this item is
incorporated herein by reference to the Proxy Statement under the captions “Proposal 1—Election of Directors”,
“Corporate Governance” and “Section 16(a) Beneficial Ownership Reporting Compliance”. Also see “Executive
Officers of the Registrant” in Part I of this Annual Report on Form 10-K. -

The Company has a code of ethics that applies to all of its employees and non-employee directors. This code
(available on its website) satisfies the requirements set forth in ltem 406 of Regulation S-K and applies to all
relevant persons set forth therein. The Company intends to disclose on its website at www.analogic.com
amendments to, and, if applicable, waivers of, its code of ethics.

Item 11. Executive Compensation

The information required by this item is incorporated herein by reference to the Proxy Statement under the
captions “Executive Compensation” and “Compensation Committee Report”.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item is incorporated herein by reference to the Proxy Statement under the
captions “Proposal 1—Election of Directors”, “Corporate Governance” and “Securities Authorized for Issuance
Under Equity Compensation Plans”.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item is incorporated herein by reference to the Proxy Statement under the
captions “Corporate Governance” and “Certain Relationships and Related Transactions™.

Item 14. Principal Accountant Fees and Services

The information required by this item is incorporated herein by reference to the Proxy Statement under the
caption “Information Regarding the Company’s Independent Registered Public Accounting Firm”.
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PART IV

Item 15. Exhibits and Financial Statement Schedules

1. Financial Statements
SEEMAIUTES . .\ v ettt ittt i ittt e e oot a e
Management’s Annual Report on Intzrnal Control over Financial Reporting ...................
Report of Independent Registered Public Accounting Firm . ...
Consolidated Balance Sheets at July 31,2007 and 2006 ... . ... . oo
Consolidated Statements of Operaticns for the years ended July 31, 2007, 2006 and 2005 ........
Consolidated Statements of Stockholders’ Equity for the years ended July 31, 2007, 2006 and
2005 . . o e e e T
Consolidated Statements of Cash Flows for the years ended July 31, 2007, 2006 and 2005 .. ... ...
Notes to Consolidated Financial Stalements ... ...t iiiie e eennriiraeiaeee,
2. Financial Statement Schedule 11—\ aluation and Qualifying Accounts ...............oooav
Other schedules have been omitted because they are not required, not applicable, or the required
information is furnished in the consolidated statements or notes thereto . ... . ... ...ovvinn
3. Exhibits—See Index to Exhibits . .. ... ..o it e
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

ANALOGIC CORPORATION
By /s/ JAMES W. GREEN
Date: September 27, 2007 _ James W. Green

President and Cfu'ef Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Name Tie Date
fs/  JAMES. W, GREEN President and Chief Executive Officer Sef)lember 27,2007
James W. Green {Principal Executive Officer) and
Director
s/ JOHN ). MILLERICK Senior Vice President, September 27, 2007
John J. Millerick Chief Financial Offtcer, and Treasurer

(Principal Financial Officer)

/s/  DONALD B. MELSON Vice President - Corporate Controller, September 27, 2007
Donald B. Melson (Principal Accounting Officer)
/s/  BERNARD M. GORDON Chairman of the Board September 27, 2007

Bernard M. Gordon

/si M. ROSS BROWN Director September 27, 2007
M. Ross Brown

s/ JamEs J. JUDGE Director September 27, 2007
James J. Judge
/s/ MiIcHAEL T. Mobic Director September 27, 2007

Michael T. Modic

/s/ BRUCE W. STEINHAUER Director September 27, 2007
Bruce W. Steinhauer

/s/  JoHN A. TARELLO Director September 27, 2007
John A. Tarello

/s/ _EDWARD F. VOBORIL Director September 27, 2007
Edward F, Voboril

/s/  GERALD L. WILSON Director September 27, 2007
Gerald L. Wilson

/s/ FrRED B. PARKS Director September 27, 2007
Fred B. Parks
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Management’s Aimnual Report on Internal Control over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over
financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Actof 1934). A
Company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. Internal control over financia reporting includes those
policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and di: spositions of the assets of the company; (ii) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the Company are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
Company’s assets that could have a material effect on the interim or annual consohdated financial statements.
Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of zny evaluation of effectiveness to future periods are subject to the risk that
conirols may become inadequate because of changes in conditions, or that the degree ‘of compliance w1th the
pohcms or procedures may deteriorate.

The Company’s managément, with the participation of its chief executive officer and chief financial officer,
conducted an evaluation of the effectiveness of the Company’s internal control over financial reporting as of
July 31, 2007 based oh the frameworl: in Internal Control Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on this assessment, the Company’s management
concluded that, as of July 31, 2007, tke Company’s internal control over financial reporting was effecnve based
on those criteria.
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REPFORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To Board of Directors and Stockholders of Analogic Corporation:

In our opinion, the consolidated financial statements listed in the index appearing under lem 15¢a)(1),
present fairly, in all material respects, the financial position of Analogic Corporation and its subsidiaries at
July 31, 2007 and July 31, 2006, and the resuits of their operations and their cash flows for each of the three
years in the period ended July 31, 2007 in conformity with accounting principles generally accepted in the United
States of America. In addition, in our opinion, the financial statement schedule listed in the accompanying index
appearing under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein when read
in conjunction with the related consolidated financial statements. Also in our opinion, the Company maintained,
in all material respects, effective internal controt over financial reporting as of July 31, 2007, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). The Company’s management is responsible for these financial statements
and financial statement schedule, for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting, included in the index appearing under
item 15(a){1). Our responsibility is to express opinions on these financial statements, on the financial statement
schedule, and on the Company’s internal control over financial reporting based on our integrated audits. We
conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement and whether effective internal control over
financial reporting was maintained in all material respects. Qur audits of the financial statements included
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, and evaluating the overall
financial siatement presentation. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our
audits also included performing such other procedures as we considered necessary in the circumsiances, We
believe that our audits provide a reasonable basis for our opinions.

As discussed in Note | to the consolidated financial statements, the Company changed the manner in which
it accounts for pension obligations in fiscal year 2007 and share-based compensation in fiscal year 2006.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with geperally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (iii} provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

PricewaterhouseCoopers LLP
Boston, Massachusetts
September 27, 2007
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ANALOGIC CORPORATION

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

July 31,
2007 2006
ASSETS
Current assets:
Cashandcashequivalents . ......... ... .. . ... .. . i $226,545 $252,407
Marketable securities, at fairvalue .. ....... . .. .. . . . ... ... 2,000 5,830
Accounts receivable, net of allowance: for doubtful accounts of $1,427 in 2007, and
B 01T i 2006 . .. e 58,926 52,112
LR 4103 o 1= S AU 54,413 55,518
Refundable and deferred income taxes ... oot r i, 12,912 14,825
O NET COTTENE AS5ELS -« o o ettt s ettt et e e e e e e e 10,646 10,143
Total CUITENE A88EE8 . ...ttt i it ittt e e e 365,442 390,835
Property, plant, and equipment,net ............. ... . .. ... iiiaii 30,482 81,853
Investments in and advances to affiliated companies ......... ... ... ..o L. 35 917
Capitalized software, DEE . .. .. .o L e e 2,319 2,670
Intangible assets, met . ... .. . e 413 2,068
L0 11 4T3 g 1301 7 9 4,505
Defermed IMCOMIE tAKES . . . o ottt et e et e e 10,441 5,797
TOM ASSES L . v vt ettt et et e e e e e e e $459,141 $488,645
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable, trade . ...... ... $ 21,734 $ 17,372
Accrued labilities . .. . oo et e e 26,570 24,111
Advance payments and deferred reveriue .. ... .. .. Ll il 11,517 9,386
Acerued INCOME BAXES . . oo oottt ettt it it et e e 5,507 5011
Total current liabilities . ... .. .. ... .. i e i e 65,328 55,880
Long-term liabilities:
Deferred INCOME [AXES - . . oo ittt ittt c et e 456 840
Total long-term liabilities .. ... ... ... . .. . . . . i, 456 840
Commitments and guarantees (Notes 11 and 12)
Stockholders’ equity:
Common stock, $.05 par value; 30,000,000 shares authorized; 13,237,554 shares
issued and outstanding as of July 31, 2007; 30,000,000 shares authorized;
13,945 802 shares issued and outstaiding as of July 31,2006 . ................ 662 697
Capital inexcessof parvalue . ... ... ... .. . . . 64,186 60,572
Retalned earnings . ... .. ... .ot it 318,284 364,697
Accumulated other comprehensive income . ......... ... i i e 10,225 5,959
Total stockholders’ equity ...... ... . ... . . i e 393,357 431,925
Total Liabilities and Stockholders” Equity . ... ... ... ... .. o oin.. $459,141 $488,645

The accompanying notes are an integral part of these consolidated financial statements
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ANALOGIC CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

Year Ended July 31,
2007 2006 2005
Net revenue;
PrOdUCt L L e e e $312,921 $323.486 $298,157
Engineering ... o e e e 17,182 17,859 19,168
L0 1T 10,679 10,100 9,154
Total NELTEVEIUE . . . ... ittt et et e $340,782 $351.445 $326,479
Cost of sales;
3T+ LTS 192,572 197605 181,164
(T o T O 15,736 19,963 16,659
L0 1 17 6,634 5,381 5,266
Asset IMpairment Charges ... . i e e 8,625 7,361 —_
Total cost Of SAleS ... ... . e e e 223,567 230310 203,089
GIOSS MANBIN . ..o it e e e 117,215 121,135 123,390
Operating expenses:
Research and product development . ... ... .. ... e 46,955 51,790 50,470
Sellingand marketing . ... ... i e 30,066 29,242 29,168
General and admimiStrative .. ... ...ttt it e i 36,789 37.837 39,549
Restructuring and asset impairmentcharges . ............ ... ... ool 1,080 7.515 3,000
Total Operating EXPeNSES .. ...ttt it e i e e 114,890 126,384 122,187
Income (loss) from operations . ... ... ... . e 2,325 (5,249) 1,203
Other (income) expense:
(Y o T Tot 11100 1 =1 A PO (12,755)  (10,155) (5,217)
Equity (gain) loss in unconsolidated affiliates .. ......... ... ... ciiiiiii.. 667 787 (283)
Gain on sale of marketable securities and other investments ...................... (4,036) — (43,829)
L0 {1 7= (226) (14} (51}
Total other (INCOMEY EXPENSE . . . ...\ttt ettt et e e as (16,350) (9.382) (49,380
Income from continuing operations before income taxes, discontinued operations and '
cumulative effect of change in accounting principle .. ... . ... .. .. ... ... ... .. 18,675 4,133 50,583
Provision (benefit) for inCoOme taXes . ..« v v vet it i et e in e 3,295 467) 15,924
Income from continuing operations before discontinued operations and cumulative effect of
change in accounting principle ........ .. .. o oo oo i 15,380 4,600 34,659
Income (loss) from discontinued operations (net of a tax provision of $146, and a tax benefit
of $1,515 for the fiscal years ended July 31, 2006 and 2003, respectively . ............. — 139 (5,797)
Gain on disposal of discontinued operations (net of income tax of $8,885) ............... — 20.207 —
Cumulative effect of change in accounting principle (net of income tax of $61) ........... — 120 —
NEt ICOMIE . . . . ittt e e e et a e et e $ 15380 % 25066 $ 283862
Basic eamings (loss) per share:
Income from conlinuing OPETALIONS - . . .. oottt $ 111 $ 034 § 255
Income (loss) from discontinued operations, netoftax .......................... —_ 0.01 (0.42)
Gain on disposal of discontinued operations, netoftax .......................... — 1.47 -
Cumulative effect of change in accounting principle, netoftax . ................... — 0.01 —
LT T T 11 $§ 111 $ 1.8 § 213
Diluted earnings (loss) per share:
Income from continuing operations . . ........ ...t e $§ 110 § 033 § 1254
Income (loss) from discontinued operations, netoftax ............... ... c.ouuus — 0.01 (0.42)
Gain on disposal of discontinued operations, netoftax .......................... : — 1.46 —
Cumulative effect of change in accounting principle, netoftax .................... — .01 —
NELIMCOIME © .\ L o ottt st e e e e e ae et e e e e e et e et ettt e i $ L10 3 181 § 212
Weighted average shares outstanding:
BasIC ot e e e e, 13,814 13,704 13,566
Diluted . . e e e 13,946 13,853 13,619

The accompanying notes are an integral part of these consolidated financial statements.
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ANALOGIC CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Year Ended July 31,
2007 2006 2005
OPERATING ACTIVITIES:
B LT oo 1T AU S $ 15380 § 25066 § 28,862
Less:
Income (loss} from discontinued operations . . .. ... . .. . i e — 139 (5,797
Gain on disposal of discontined 0pPerations .......... o ittt i i - 20,207 —
Income from coORtinuing OPErations .. ... ... . .ttt e i $ 15380 $ 4720 § 34,659
Adjustments to reconcile net income to net cash provided by operating activities:
Deferred INCOME LAXES . . .. oottt ittt ettt et ettt s et e b aa s (2,806) (7,405) (5,671)
Depreciation and amortization . ... ... ... . .. ... e e e e 14,565 16,356 16,656
Cumulative effect of change on accounting principle .......... .. ... . .o o il - (120) —
Allowance for doubtful accounts and notes receivable ........... ... ... . .ieiieionn. 450 (116} 3T
Gain on sale 0f BIR L. L. i e i e e s (4,036) — —
Net (gain) loss on sale of SKY assets and property, plant, and equipment ................. {80) (14) 95
Equity loss (gain) in unconsolidated affiiates . ................. ... ... ...l 667 787 (283)
Equity loss in unconsolidated affiliates classified as research and product development
L34 — — 759
Restructuring and asset impaimment Charges . . .. ..ot vt e e 9,705 14,876 3,000
Gain on sale of Cedarainvestment ... ... ... . ... it iit ittt iiiaeiiaaanann — T — (43.829)
Share-based cOmPensation eXPensSe ... ...\t etiiie et e 1,713 3.494 1,915
Excess tax benefit from share-based compensation ........... ... covinirniiiiinnaai. 477 (363} —
Net changes in operating assets and liabilities (Nete 17) ... ... .. ... . ... .. . ... (860)  (19.699} (656)
NET CASH PROVIDED BY CONTINUING OPERATIONS ... ... iiiireirinnrrrceaareane- 34,221 12,516 7,016
NET CASH PROVIDED BY DISCONTINUED OPERATIONS ... ... .. i, —_ 1,465 6,287
NET CASH PROVIDED BY OPERATING ACTIVITIES ...... .. .. ... i 34,2214 13,981 13,303
INVESTING ACTIVITIES: ’
Investments in and advances to affiliated companies . ........... ... ... . ... ... ..., 16 (1.274) (2,326)
Proceeds from the sale of Cedarainvestment ... ... .o iiiiii i iiiieia i —_ —_— 50,752
Proceeds from the sale of Camiromics . - .. ...\ ..o o s ia i — 38,906 —
Proceeds fromthesale of BIR ... ... .. . L . i 4,236 — —
Additions to property, plant, andequipment . ... ... ... i i (8.988) (13.692) (10,149)
Capitalized software developmeEnt COSIS .. ... . irir i it i aia e (1,295) {1,109) (3,530}
Proceeds from the sale of SKY assets and property, plant, and equipment .. ............... 644 276 120
Maturities of marketable securities .. ... ... . i e e e 3,800 6.345 14,255
NET CASH (USED FOR) PROVIDED BY CONTINUING OPERATIONS ...................... (1.587) 29,452 49,122
NET CASH USED FOR DISCONTINUED OPERATIONS .. ... .. . iieieaennnn — — 2,477)
NET CASH (USED FOR) PROVIDED BY INVESTING ACTIVITIES . ........ .o, (1,587 29,452 46,645
FINANCING ACTIVITIES:
1ssvance of stock pursvant to exercise of stock options and employee stock purchase plan .. .. 5.111 9,040 4,239
Excess tax benefit from share-based compensation .. .......... ... ... ... oo 477 363 —
Purchase of commonstock .. ..... .. .. oot e e (60,000) (3,883) —
Dividends paid to shareholders ... ... . i i i e (5.589) (5.272) (4.388)
NET CASH (USED FOR) PROVIDED BY CONTINUING OPERATIONS ...................... (60,001} 248 (149}
NET CASH USED FOR DISCONTINUED OPERATIONS ... ... ... i — — (743)
NET CASH (USED FOR) PROVIDED BY FINANCING ACTIVITIES .................covuun. (60,001) 248 {892)
EFFECT OF EXCHANGE RATE INCREASE ON CASH OF CONTINUING OPERATIONS ....... 1,505 610 {472)
EFFECT OF EXCHANGE RATE INCREASE ON CASH OF DISCONTINUED OPERATIONS ..... — — (7
1,505 610 (489)
NET {DECREASE) INCREASE IN CASH AND CASHEQUIVALENTS ... ... ... ...ciaiiinnn, (25,862) 44,291 58,567
CASH AND CASH EQUIVALENTS, BEGINNINGOFPERIOD ................... ... ....... 252,407 208116 149,549
CASH AND CASH EQUIVALENTS, ENDOFPERIOD ... ... ... ... i, $226,545 $252,407 3208116
Cash paid during the period for:
INCOMIE TAKES, T o ot ittt et e e et it e ettt te e et et bt et e et aa e eia it $ 5367 $ 18,631 % 13033
T £ A PP 86 68 26

The accompanying notes are an integral part of these consolidated financial statements.
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ANALOGIC CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands except share and per share data)

1. Summary of business operations :ind significant accounting policies:
Business operations:

Analogic Corporation was incorporated in the Commonwealth of Massachusetts in November 1967.
Analogic Corporation and its subsidia ies (*Analogic” or the “Company”) are engaged primarily in the design,
manufacture and sale of high performance data acquisition, signal processing instruments to Original Equipment
Manufacturer’s (“OEMs”) for use in zdvanced health and security systems and subsystems. One of Analogic’s
subsidiaries sells products under its ovvn name directly to niche end-user markets.

Significant accounting policies:
(a) Principles of consolidation:

The consolidated financial statemients include the accounts of the Company and its subsidiaries, all of which
are wholly-owned. Investments in coripanies in which ownership interests range from 20 to 50 percent, and the
Company exercises significant influer.ce over the investee’s operating and financial policies, are accounted for
using the equity method. Other investnents are accounted for using the cost method. On November 1, 2005, the
Company sold its wholly owned subsidiary, Camtronics. This business has been reported as a discontinued
operation in accordance with Stateme 1t of Financial Accounting Standards (“SFAS”) No. 144, “Accounting Jor
the Impairment or Disposal of Long-Lived Assets,” and all periods presented have been restated accordingly to
reflect these operations as discontinued. All intercompany accounts and transactions have been eliminated.

(b) Inventories:

The Company values inventory : 1 the lower of cost or market using the first-in, first-out (FIFO) method.
Management assesses the recoverabil:ty of inventory based on types and levels of inventory held, product life
cycle, and changes in technology. A variety of methodologies are used to determine the amount of inventory
write-downs necessary for excess and obsolete inventory. The write-downs are based upon the age of the
inventory, lower of cost or market, along with other significant management judgments concerning future
demands for the inventory. Once recorded, inventory valuation provisions are not subsequently reversed, until the
inventory is used or disposed of.

(c) Property, plant, and equipment:

Property, plant, and equipment is recorded at cost and depreciated using the straight-line method over their
estimated useful lives. Leasehold imprc.vements are amortized over the shorter of their estimated useful lives or the
term of the respective leases or the life of the improvements. Upon retirement or disposal, the cost of the asset disposed
of and the related accumulated depreci: tion are removed from the accounts and any gain or loss is reftected in the
Company’s Statements of Operations. )3xpenditures for maintenance and repairs are charged to expense when incurred
while the costs of significant improverr ents, which extend the life of the underlying asset, are capitalized.

The annual provisions for depreciation and amortization have been computed in accordance with the
following ranges of estimated useful ives:

BUuildings .. .. ..o S 35 to 40 years

Manufacturing equipment . ........ .o 4 to 7 years

Furniture, fixtures, and coniputer equipment .................... 3 to 8 years

Leasehold improvements ................. e shorter of useful life

or the lease term

Motor vehicles ... ... oo e 3to 5 years
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ANALOGIC CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

The Company reviews property, plant, and equipment for impairment whenever events or changes in
circumstances indicate that the carrying amount of assets may not be recoverable. Recoverability of these assets
is measured by comparison of their carrying amount to the future undiscounted cash flows the assets are expected
to generate over their remaining economic lives. If such assets are considered to be impaired, the impairment to
be recognized in earnings equals the amount by which the carrying value of the assets exceeds their fair market
value determined by either a quoted market price, if any, or a value determined by utilizing a discounted cash
flow technique. If such assets are not impaired, but their useful lives have decreased, the remaining net book
value is amortized over the revised useful life. '

Property, plant, and equipment consisted of the following:

July 31,
2007 2006
Property, plant, and equipment: :

Land and land improvements ......................... e $ 6668 § 6452
Building and improvements .. ........ ... ... . i 70,858 69,235
Leasehold and capital lease improvements ...................... 8,454 7,264
Manufacturing equipment ........... ... ... o e, 109,792 112,380
Furmniture, fixtures, and computer equipment . .................... 51,009 49,630
Motor vehicles ... ... e 1,665 1,506

248,446 246,467
Less accumulated depreciation and amortization .. ................ (167,964) (164,614)

$ 80482 § 81,853

Total depreciation of property, plant, and equipment was $11,766, $11,809 and $12,776 for fiscal years
2007, 2006, and 2005, respectively. The Company did not capitalize any interest in fiscal years 2007, 2006, or
200s.

(d) Revenue recognition and accounts receivable:

The Company recognizes the majority of its product revenue in accordance with Securities and Exchange
Commission Staff Accounting Bulletin (“SAB”) No. 104, “Revenue Recognition in Financial Statements”.
Revenue related to product sales is recognized upon shipment provided that title and risk of loss have passed to
the customer, there is persuasive evidence of an arrangement, the sales price is fixed or determinable, collection
of the related receivable is reasonably assured and customer acceptance criteria, if any, have been successfully
demonstrated. For product sales with acceptance criteria that are not successfully demonstrated prior to shipment,
revenue is recognized upon customer acceptance, provided all other revenue recognition criteria have been met.
The Company’s sales contracts generally provide for the customer to accept title and risk of loss when the
product leaves the Company’s facilities. When shipping terms or local laws do not allow for passage of title and
risk of loss at the shipping point, the Company defers recognizing revenue until title and risk of loss transfer to
the customer. The Company classifies shipping and handling invoiced to customers as revenue and the related
costs in cost of sales. Sales and other taxes collected from customers and subsequently remitted to government
authorities are recorded as accounts receivable with a corresponding offset recorded to sales taxes payable. These
balances are removed from the consolidated balance sheet when the cash is remitted to the tax authority. The
Company includes service revenue, related primarily to extended warranty contracts and repairs, in the product
revenue line item of its Consolidated Statement of Operations as they are deemed immaterial for separate
classification.
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ANALOGIC CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

The Company’s transactions sometirnes involve multiple elements (i.e., products and services). Revenue
under multiple element arrangements is recognized in accordance with Emerging Issues Task Force (“EITF”)
Issue No. 00-21, “Accounting for Revenu: Arrangements with Multiple Deliverables”. Under this method, if an
element is determined to be a separate unit of accounting, ihe revenue for the element is based on fair value and
determined by vendor objective evidence (“VOE™), and recognized at the time of delivery. If an arrangement
includes undelivered elements that are noi essential to the functionality of the delivered elements, the Company
defers that fair value of the undelivered elzments with the residual revenue allocated to the delivered elements.
Fair value is determined based upon the pice charged when the element is sold separately. If there is not
sufficient evidence of the fair value of the undelivered elements, no revenue is allocated to the delivered elements
and the total consideration received is deferred until delivery of those elements for which objective and reliable
evidence of the fair value is not available. Maintenance or service revenues are recognized ratably over the life of
the contract.

For business units that sell software licenses or products in which the software is considered more than
incidental, the Company recognizes reven 1e in accordance with the American Institute of Certified Public
Accountants (“AICPA”Y’s Statement of Position (*SOP™) 97-2, “Software Revenue Recognition”. The
application of SOP 97-2 requires judgment, including whether a software arrangement includes multiple
elements, and if so, whether vendor-specific objective evidence (“VSOE”) of fair value exists for those elements.
License revenue is recognized upon delivery, provided that persuasive evidence of an arrangement exists, no
significant obligations with regard to installation or implementation remain, fees are fixed or determinable,
collectibility is probable, and customer acceptance, when applicable, is obtained. The Company allocates revenue
first to the fair value of the undelivered ele ments and then allocates the residual revenue to the delivered
etements. Hardware and software mainten:ince is marketed under annual and multi-year arrangements and
revenue is recognized ratably over the comracted maintenance term.

The Company provides engineering s:rvices to some of its customers on a contractual basis and recognizes
revenue using the percentage of completio: method. The Company generally estimates the progress towards
completion on contracts with a fixed-fee airangement on a monthly basis utilizing costs incurred to date as a
percentage of total estimated costs o comglete the project. If the Company does not have a sufficient basis to
measure progress towards completion, revenue and related costs are deferred and recognized upon completion of
the contract. When total cost estimates exc ed revenues, the Company accrues for the estimated iosses
immediately.

Deferred revenue is comprised of: (1) maintenance and other service revenues for which payment has been
received and for which services have not yet been performed; and (2) revenues related to delivered components
of a multiple-element arrangement for which VOE, or VSOE, of fair value is not availabie for components not
yet delivered or accepted by the customer.

Revenue related to the hotel operation is recognized as services are performed.

The Company grants credit to domestic and foreign original equipment manufacturers, distributors, and end
users, and performs ongoing credit evaluations of its customers’ financial condition. The Company continuously
monitors collections and payments from its customers and maintains a provision for estimated credit losses based
upon specific customer collection issues that have been identified. if it is determined that a current quarter sale is
not collectible, recognition of revenue on such sale will be deferred until collection is made.
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ANALOGIC CORPORATION

NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS
(Continued)

{e) Warranty costs:

The Company provides for the estimated cost of product warranties at the time products are shipped.
Although the Company engages in extensive product-quality programs and processes, its warranty obligations
are affected by product failure rates and service delivery costs incurred to correct preduct failures. Should actual
product failure rates or service delivery costs differ from the Company’s estimates, (which are based on specific
warranty claims, historical data, and engineering estimates, where applicable), revisions to the estimated
warranty liability would be required. Such revisions could adversely affect the Company’s operating results.
Generally, the Company warrants that its products will perform in all material respects in accordance with its
standard published specifications in effect at the time of delivery of the products to the customer for a period
ranging from 12 to 24 months from the date of delivery.

{f) Research and development and capitalized software development cosls:

Research and product development costs are expensed as incurred and include primarily engineering
salaries, stock based compensation, overhead and materials used in connection with research and product
development projects.

Software development costs incurred subsequent to establishing technological feasibility through general
release of the software products are capitalized in accordance to SFAS No. 86 “Accounting for the Costs of
Computer Software to be Sold, Leased, or Otherwise Marketed”. Technological feasibility is demonstrated by the
completion of a detailed program design. Capitalized costs are amortized on a straight-line basis over the
economic lives of the related products, generally three years. Amortization expense was $739, $1,157 and $857
in fiscal years 2007, 2006 and 2005 respectively and is included in product cost of sales. The unamortized
balance of capitalized software was 52,319 and $2,670 at July 31, 2007 and 2006 respectively.

{g) Income taxes:

The Company accounts for income taxes under the asset and liability method, which requires recognition of
deferred tax assets, subject to valuation allowances, and liabilities for the expected future tax consequences of
evenls that have been included in the financial statements or tax returns. Deferred income taxes reflect the net tax
effects of temporary differences between the carrying amounts of asset and liabilities for financial reporting and
income tax purposes. A valuation allowance is established if it is more likely than not that all or a portion of the
net deferred tax assets will not be realized. The Company does not provide for U.S. Federal income taxes on
undistributed earnings of consolidated foreign subsidiaries as such earnings are intended to be indefinitely
reinvested in those operations. For disclosure purposes, calculations of the potential deferred income tax liability
on these undistributed earings is not practicable because such liability, if any, is dependent on circumstances
existing if and when remittance occurs,

(h) Net income per share:

Basic net income per share is computed using the weighted average number of common shares oulstanding
during the period. Diluted net income per share is computed using the weighted average number of common and
diluted common equivalent shares outstanding during the period. Dilutive common equivalent shares consist of
stock options and restricted stock.
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(i) Cash and cash equivalents:

The Company considers all highly iquid investments with a maturity of three months or less at acquisition
date to be cash equivalents. Cash and cash equivalents, primarily in short-term investments of government
agencies discounted notes, amounted to $226,545 and $252,407 at July 31, 2007 and 2006, respectively.

(j) Concentration of credit risk:

Financial instruments that potentiaily subject the Company to concentrations of credit risk consist
principally of cash and cash equivalents, marketable securities, and accounts receivable. The Company maintains
a limited bond investment porifolio of various types and maturities with high-credit-quality issuers. Cash and
cash equivalents not required for working capital purposes are placed in short-term investments of government
agency discounted notes with original maturities for three months or less. The Company grants credit to domestic
and foreign original equipment manufacturers, distributors, and end users, and performs ongoing credit
evaluations on its customers’ financizl condition.

(k) Marketable securities:

The Company’s marketable securities are categorized as available-for-sale securities, as defined by the
SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities.” Unrealized marketable
securities gains and losses are reflected as a net amount under the caption of accumulated other comprehensive
income within the statement of stockholders’ equity. Realized gains and losses are recorded within the statements
of operations under the caption other income or expenses. For the purpose of computing realized gains and
losses, cost is identified on a specif ¢ identification basis, '

() Use of estimates:

The preparation of financial siatements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and Habilities and disclosures of contingent assets and liabilities at the date of the financiat
statements and the reported amounts of sales and expenses during the reporting periods. Such management
estimates include allowances for doubtful accounts receivable; provisions for inventory to reflect net realizable
value; estimates of percentage of completion of contracts; estimates of fair value for investments in privately
held companies; intangible assets; valuation allowances against deferred tax assets; and accruals for product
warranty, other liabilities, income: taxes, and various estimates used in the calculation of stock-based
compensation. Actual results could differ from those estimates.

{m) Comprehensive income:

SFAS No. 130, “Reporting Comprehensive Income,” established standards for reporting and display of
comprehensive income and its components. Components of comprehensive income include net income and
certain transactions that have generally been reported in the consolidated statements of stockholders’ equity.
Other comprehensive income ¢onsists of unrealized gains (net of taxes) on marketable securities of $18 in fiscal
year 2006, foreign currency translation gains (net of taxes) of $10,593 and $5,941 in fiscal years 2007 and 2006,
respectively. :

(n) Stock Based Compensation

Effective August 1, 2005, the Company adopted the provisions of SFAS No. 123(R), “Share-Based
Payment,” which established accounting for equity instruments exchanged for employee services. Under the
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provisions of SFAS No. 123(R), share-based compensation cost is measured at the grant date, based on the fair
value of the award, and is recognized as an expense over the employee’s requisite service period (generally the
vesting period of the equity grant). Prior to August 1, 2005, the Company accounted for share-based
compensation to employees in accordance with Accounting Principles Board Opinion (*APB™) No. 25,
“Accounting for Stock Issued to Employees,” and related interpretations. The Company also followed the
disclosure requirements of SFAS No. 123, “Accounting for Stock-Based Compensation”. Therefore, no stock-
based employee compensation expense had been recorded in connection with the issuance of employee and
director stock options as all stock options granted under the plans were fixed awards and had an exercise price
equal to the inarket value of the common stock at the time of the grant. Stock-based compensation expenses
related to restricted stock granted at no cost to the employees were reflected in net income. The Company elected
to adopt the modified prospective transition method as provided by SFAS No. 123(R) and, accordingly, financial
statement amounts for the prior periods presented in this Form 10-K have not been revised to reflect the fair
value method of expensing share-based compensation.

(o) Fair value of financial instruments;

The carrying amounts of cash, cash equivalents, and receivables approximate fair value. The fair values of
marketable securities are estimated based on quoted market price for these securities.

(p) Impairment of long-lived assets;

The Company evaluates the recoverability of its long-lived assets, in accordance with SFAS No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets”. SFAS No. 144 requires recognition of
impairment of long-lived assets in the event the net book value of such assets exceeds the estimated future
undiscounted cash flows attributable to such assets. If impairment is indicated, the asset is written down to its
estimated fair value based on a discounted cash flow analysis. The Company reviews long-lived assets for
impairment whenever events or changes in business circumstances indicate that the carrying amount of the assets
may not be fully recoverable or that the useful lives of these assets are no longer appropriate. Each impairment
test is based on a comparison of the estimated undiscounted cash flows of the asset as compared 1o the recorded
value of the asset.

(q) Segment information:

The Company operates primarily within two major markets within the electronics industry: Medical
Technology Products and Security Technology Products. Medical Technology Products consists of three
reporting segments: Medical Imaging Products, which consists primarily of electronic systems and subsystems
for medical imaging equipment and patient monitoring; Digital Radiography Products, which consists primarily
of X-ray detectors and direct digital radiography systems for diagnostic and interventional applications in
mammography, cardiac, orthopedic, and general radiology applications; and B-K Medical ApS (“B-K Medical™)
for ultrasound systems and probes in the urology, surgery, and radiology markets. Security Technology Products
consists of advanced weapon and threat detection systems and subsystems. During fiscal year 2007, in
conjunction with a change in management and the information reviewed by the Company’s principal executive
officer, the Company determined that it has an additional reporting segment under Medical Technology Products
called Digital Radiography Products.

(r) Translation of foreign currencies:

The assets and liabilities of the Company’s foreign subsidiaries, whose cash flows are primarily in their
local currency, have been translated into U.S. dollars using the current exchange rates at each balance sheet date.
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The operating results of these foreign su bsidiaries have been translated at average exchange rates that prevailed
during each reporting period. Adjustments resulting from translation of foreign currency financial statements are
reflected as accumulated other compreh:nsive income in the consolidated balance sheet. Exchange gains and
losses, resulting from foreign currency transactions (transactions denominated in a currency other than that of the
entities primary cash flow), excluding long-term intercompany receivables and investments, are included in
operations in the period in which they oceur. Foreign exchange transaction gains and losses are included in the
results of operations in other income. Tt e Company had foreign exchange gains totaling $63 in fiscal year 2007,
foreign exchange losses totaling $161 in fiscal year 2006, and foreign exchange gains totaling $133 in fiscal year
2005 -

(s) New accounting pronouncements:

In June 2006, the Financial Accounting Standards Board (“FASB") issued FASB Interpretation (“FIN”)
No. 48, “Accounting for Uncertainty in income Taxes”, which is an interpretation of SFAS No. 109,
“Accounting for Income Taxes”. FIN Nc. 48 requires management to perform a two-step evaluation of all tax
positions, ensuring that these tax return positions meet the “more likely than not” recognition threshold and can
be measured with sufficient precision o determine the benefit recognized in the financial statements. These
evaluations provide management with a comprehensive model for how a company should recognize, measure,
present, and disclose in its financial statements certain tax positions that the Company has taken or expects to
take on its income tax returns. The Comyany is required to adopt FIN No. 48 effective as of August 1, 2007, The
Company is currently evaluating the effe :t FIN No. 48 will have on its financial statements.

The Company adopted SFAS No. |58, “Employer’s Accounting for Defined Benefit Pension and Other
Postretirement Plans-an amendment of FASB Statements No. 87, 88, 106, and 132(R),” effective December 15,
2006. SFAS No. 158 requires an employer to recognize in its statement of financial position an asset for a plan’s
overfunded status or a liability for a plan’s underfunded status, measure a plan’s assets and its obligations that
determine its funded status as of the end of the employer’s fiscal year, and recognize changes in the funded status
of a defined benefit postretirement plan in the year in which the changes occur. Those changes will be reported in
other comprehensive income and in a sep arate component of shareholder’s equity. The following table
summarizes the incremental effects of the initial adoption of SFAS No. 158 on the Company’s Consolidated
Balance Sheet at July 31, 2007: :

Before After
Application of SFAS 158 Application of
SFAS 158 Adjustments SFAS 158

Other CUITENE @SSE1S . v vt e vt ee s neean e eans $ 11,255 $(609) $ 10,646
Refundable and deferred income taxes .. .. .. ... .. .... 23,112 241 23,353
Totalassets ............ ... it i 459,509 (368) 459,141
Total liabilities .. ....... ... .. oo, 65,784 — 65,784
Accumulated other comprehensive income . .......... 10,593 (368) 10,225
Total stockholders” equity ............. ... ... ... .. 393,725 (368) " 393,357
Total liabilities and stockholders’ equity ............. 459,509 (368} 459,141

The Company adopted SAB No. 108, “Considering the Effects of Prior Year Misstatements when
Quantifving Misstatements in Current Year Financial Statements,” effective November 15, 2006. SAB No. 108
requires misstatements to be quantified basied on their impact on each of the financial statements and related
disclosures. The adoption of this statement did not have a material impact on the Company’s financial position or
results of operations.
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In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”. SFAS No. 157
prescribes a single definition of fair value as the price that is received when an asset is sold or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. SFAS No. 157 is
effective for the Company’s interim reporting period beginning August 1, 2008. The Company is currently
evaluating the effect SFAS No. 157 will have on its financial statements. However, the Company does not
believe at this time its adoption will have a material impact on its financial condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and
Financial Liabilities-including an amendment of SFAS No. 1157, The new statement allows entities to choose, at
specified election dates, to measure eligible financial assets and liabilities at fair value that are not otherwise
required to be measured at fair value. If a Company elects the fair value option for an eligible item, changes in
that item’s fair value in subsequent reporting periods must be recognized in current earnings. SFAS No. 159 is
effective for fiscal years beginning after November 15, 2007. The Company is currently evaluating the effect
SFAS No. 159 will have on its financial statements. However, the Company does not believe at this time its
adoption will have a matenial impact on its financial condition or results of operations.

(t) Basis of presentation:

Certain prior years’ financial statement items have been reclassified to conform to the current year’s
presentation. These reclassifications did not impact net income.

2. Discontinued operations:

During the second quarter of fiscal year 2006, the Company sold its wholly owned subsidiary Camtronics
Medical Systems, Ltd. (“Camtronics”™) for $40,000 in cash, and realized net proceeds of $38,906 after
transactional costs. The Company recorded a net gain on the sale of Camtronics of $20,207, net of a tax provision
of 38,885, or $1.46 per diluted share. In determining the gain, the Company also provided for estimated
indemnification and tax liabilities of $1,754. Subsequent to the sale, in the fourth quarter of fiscal year 2006, the
Company recorded an additional indemnification liability of $652.

Prior to the sale, Camtronics had been reported as a separate segment. The Company sold its Camtronics
operating segment to better focus on its other core lines of business. This business has been reported as a
discontinued operation in accordance with SFAS No. 144 and all periods presented have been revised
accordingly to reflect these operations as discontinued.

Revenues and net income (loss) for Camtronics for fiscal years 2006 and 2005 were as follows:

Year Ended July 31,
2006 2005
Total Net Sales .. ... . . e $11,495  $38,092
Netincome (l0SS) . ... . . i e i 139 (5,797)

3. Stock-based payment:

Effective August 1, 2005, the Company adopted the provisions of Statement of SFAS No. 123(R), which
established accounting for equity instruments exchanged for employee services. Under the provisions of
SFAS No. 123(R), share-based compensation cost is measured at the grant date, based on the fair value of the

54




ANALOGIC CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Continued)

award, and is recognized as an expense nver the employee’s requisite service period (generally the vesting period
of the equity grant). Prior to August 1, 2103, the Company accounted for share-based compensation to employees
in accordance with APB No. 25 and relaed interpretations. The Company also followed the disclosure
requirements of SFAS No. 123. Therefore, no stock-based employee compensation expense had been recorded in
connection with the issuance of employee and director stock options as all stock options granted under the plans
were fixed awards and had an exercise price equal to the market value of its commen stock at the tme of the
grant. Stock-based compensation expens:s related to restricted stock granted at no cost to the employees were
reflected in net income. The Company elzcted to adopt the modified prospective transition method as provided
by SFAS No. 123(R) and, accordingly, financial statement amounts for the prior periods presented in this

Form 10-K have not been revised to reflect the fair value method of expensing share-based compensation.

The following table presents share-based compensation expenses for continuing operations included in the
Company’s consolidated statements of ogerations for the fiscal years 2007 and 2006:

Year Ended
July 31,
2007 2006

Costof productsales ... ... ... e $ 157 % 225
Research and product development . . . ... ... o 561 1,092
Sellingand marketing .. ... .t e 162 237
General and administrative ... .. ... .. e 833 1.940

Share-based compensation expens:before tax ......... ... .. . ol 1,713 3,494
Income tax Benelit .. .o vt i e e e e (530) (859)

Net share-based compensation expense ....................... e . 51,183 32,635
Effect on earnings (loss) per share:

BaSIC Lttt e (0.09) (0.19)

Diluted ... e e s (0.08) (0.19)

The decrease in the pre-tax share-based compensation expense of $1,781 from fiscal year 2006 to fiscal year
2007 is due primarily to a lower amount of equity awards granted in recent years and, to a lesser extent, higher
actual forfeitures during fiscal year 2007 than originally estimated.

The Company estimates the fair value of stock options using the Black-Scholes valuation model. Key input
assumptions used to estimate the fair value >f stock options include the exercise price of the award, the expected
option term, the expected volatility of the Company’s stock over the option’s expected term, the risk-free interest
rate over the option’s expected term, and the: Company’s expected annual dividend yield. The Company believes
that the valuation technique and the approach utilized to develop the underlying assumptions are appropriate in
calculating the fair values of the Company's stock options granted for the year ended July 31, 2007, Estimates of
fair value are not intended to predict actual future events or the value ultimately realized by persons who receive
equity awards.

The fair value of each option grant was estimated on the grant date using the Black-Scholes option-pricing
model with the following assumptions for the fiscal years 2007 and 2006 as follows:

Year Ended July 31,

2007 2006
Expected optionterm (1) . ... ... .. i i e 5.04 years  5.25 years
Expected volatility factor (2) ... ... .. .. . e 31% 30%
Risk-free interest rate (3) .. .. . i i i i e 4.71% 3.94%
Expected annual dividend yield . ....... ... ... . ... o i 0.6% 0.7%
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(1) The option life was determined by estimating the expected optton life, using either historical data or the
simplified method under SAB No. 107, Share-Based Payment.

(2) The stock volatility for each grant is determined based on the review of the experience of the weighted
average of historical daily price changes of the Company’s common stock over the most recent five years,
which approximates the expected option life of the grant. '

{3) The risk-free interest rate for periods equal to the expected term of the share option is based on the
U.S. Treasury yield curve in effect at the time of grant.

The Company did not recognize compensation expense for employee stock option grants for fiscal year
20035, when the exercise price of the Company’s employee stock options granted in that fiscal year equaled the
market price of the underlying stock on the date of grant. The Company had recognized compensation expense
for its restricted stock grants. Upon adoption of SFAS 123(R) on August 1, 2005, using the modified prospective
method, the Company recognized a benefit of $181 ($120 after tax) as a cumulative effect of a change in
accounting principle resulting from the requirement to estimate forfeitures of the Company’s restricted stock
grants at the date of grant instead of recognizing them as incurred. The estimated forfeiture rate was applied to
the previously recorded compensation expense of the Company’s unvested restricted stock in determining the
cumnulative effect of a change in accounting principle. The cumulative benefit, net of tax, increased both basic
and diluted earnings per share by $0.01.

Prior to the adoption of SFAS 123(R), the Company presented all tax benefits resulting from the exercise of
stock options as operating cash flows in its statements of cash flows. SFAS 123(R) requires the cash flows
resulting from the tax benefits in excess of compensation cost recognized for these options (“excess tax
benefits™) to be classified as financing cash flows. For the fiscal years 2007 and 2006, there was $477 and $363,
respectively, of excess tax benefit classified as a financing cash inflow.

The Company had previously adopted the provisions of SFAS No. 123, as amended by SFAS No. 148,
“Accounting for Stock-Based Compensation—Transition and Disclosure” through disclosure only. The
following table illustrates the effects on net income and earnings per share for fiscal year 2005, as if the
Company had applied the fair value recognition provisions of SFAS 123 to share-based employee awards:

Year Ended
July 31,
2005
Income from continuing operations, asreported . ...... . ... o ... $34.659
Add: Employee compensation expense for restricted stock grants amortization included
inreported INCOME . ... ... i i i e 1,049
Less: Total employee compensation expense for options and restricted stock grants
amortization determined under the fair valuemethod .............. ... ... ..... (3.633)
Pro forma income from continuing operations . ........ ... ... . ... .. i iiiiee.. 332,075
Income per share from continuing operations:
Basic—asreported . ...... ... e $ 255
—Proforma . .. ... e 2.36
Diluted—asreported . .. ... .. e 2.54
—proforma . . ... . e 2.36
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The fair value of each option grant was estimated on the grant date using the Black-Scholes option pricing
model with the following assumptions:

Year Ended
July 31, 2005
Expected Option term . . .. ... ..o 5 years
Expected volatility factor . ... o oo 39%
Risk-free interest rate ... .. .. ...ttt 3.32%
Expected annual dividend yield ...... ... .. ... ..o 0.8%

Stock Incentive Plans

On January 29, 2007, the Company’ ; stockholders approved two new share-based compensation plans -
named the “2007 Stock Option Plan” and the “2007 Restricted Stock Plan”. There were no grants made under
either of these new plans on or prior to July 31, 2007. ‘

Under the Company’s 2007 Stock O stion Plan, options may either be non-qualified options or incentive
stock options and may not be granted at aa exercise price less than 100% of the fair market value of the Common
Stock on the date of grant (or less than 110% of the fair market value in the case of incentive stock options
granted to optionees holding more than 100% of the voting power of the Company). Options may not be granted
for a term in excess of ten years (or five years in the case of incentive stock options granted to optionees holding
more than 10% of the voting power of the Company). Except in certain circumstances, options that vest based on
continued service of the optionee may not vest earlier than one year from the date of grant. Unless otherwise
provided by the Compensation Committe:: of the Company’s Board of Directors (the “Committee”) in the
specific option agreement, each option will vest as to 25% of the number of shares’of common stock underlying
the option on each of the second, third, foarth, and fifth anniversaries of the date of grant.

Under the Company’s 2007 Restricted Stock Plan, recipients are awarded shares of common stock, subject
to the right of the Company to repurchase all or part of such shares from the recipient in the event that the
conditions specified in the applicable awa d are not satisfied prior to the end of the applicable restriction period
established for such award. Such conditions may include the achievement of performance goals or continued
service with the Company. Except in-certain circumstances, awards that vest based on continued service may not
vest earlier than in three equal installment ; on each of the first three anniversaries of the date of grant. The
Committee may condition an award on the recipient not competing with the Company for a one-year period
following termination of such recipient’s employment with the Company.

Prior to January 29, 2007, the Company had two key employee stock option plans (one of which has lapsed
as to the granting of options), two key employee stock bonus plans, two non-employee director stock option
plans (one of which has lapsed as to the granting of options), and one employee stock purchase plan.

Opiions granted under the two key employee stock option plans generally become exercisable in
installments commencing no earlier than two years from the date of grant and ending no later than six years from
the date of grant. Unexercised options exp re up 10 seven years from date of grant. Options issued under the plans
are non-qualified options or incentive stoc;c options and are issued at prices of not less than 100% of the fair
market value of the Common Stock at the date of grant. Options granted under the two non-employee director
stock option plans become exercisable in equal instaliments over three years commencing one year from the date
of grant and remain exercisable for ten years from the date of grant. Options issued under the plans are
non-qualified options and are issued at prices of 100% of the fair market value of the Common Stock at the date
of grant. :
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Under the Company’s key employee stock bonus plans, restricted Common Stock may be granted 1o key
employees under terms and conditions as determined by the Board of Directors. Generally, participants under the
stock bonus plans may not dispose or otherwise transfer stock granted for three years from date of grant. Stock
granted under these plans generally vest in four equal installments beginning in the third year from the date of
grant.

Under the employee stock purchase plan, eligible participants are granted options to purchase the
Company’s common stock twice a year at the lower of 85% of market value at the beginning or end of each
period. Calculation of the number of options granted, and subsequent purchase of these shares, is based upon
voluntary payroll deductions during each six-month period. The number of options granted to each employee
under this plan, when combined with options issued under other plans, is limited to a maximum outstanding
value of 325 during each calendar year.

The fair value of each option granted under the employee stock purchase plan was estimated on the expected
grant date using the Black-Scholes option pricing model with the following assumptions:

Year Ended July 31,

2007 2006
Expectedoptionterm .. ......... ... . it e S years .5 years
Expected volatility factor ............ .. ... ... .. . L U 37% 25%
Risk-free interest rate .. ....... ... i iirunnnnr ittt 5.19% 3.43%
Expected annual dividend yield . ......... ... ... ... . . oot 0.7% 0.7%

At July 31, 2007, 1,744,811 shares were reserved for grant under the above stock option, bonus and
purchase plans.

The following table sets forth the stock option and restricted stock transactions for fiscal year 2007:

Non-Vested Restricted

Stock Options Qutstanding Stock
Weighted
Average
Weighted Remaining Weighted
Average Contractual Aggrepate Average
Number Exercise Term Intrinsic Number  Grant Date
of Shares Price (years) Value of Shares  Fair Value
QOutstanding at July 31,2006 .......... 425,747 $43.04 4.23 $1,622 138,114  $43.59
Granted .............. . ...t 68,700 6348 16,500 62.22
Exercised . ..............oiiiiiiiinnt. (123,997) 41.40 _
Vesting of restricted stock .............. — (34,873) 43.10
Cancelled (forfeited and expired) ......... (31,862) 4556 (33,249) 4566
Qutstanding at July 31,2007 .... ... .... 338,588 47.55 4.15 $8,954 86,490 46.54
Options vested or expected to vest at
July 31,2007 ...................... 294,752  46.82 398 8,012
Options exercisable at July 31,2007 ..... 138,968 43.23 3.14 4,276
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The weighted average fair value of stock options granted during fiscal years 2007, 2006, and 2005 was
$21.49, $15.33, and $15.09 per share, respectively.

During the twelve months ended July 31, 2007 and 2006, the total intrinsic value of options exercised
(i.e., the difference between the market price and the price paid by the employee to exercise the options) was
$570 and $4,009, respectively, and the iotal amount of cash received from the exercise of these options was
$5,133 and $8,772, respectively. The total fair value of restricted stock grants that vested during the year ended
July 31, 2007 and 2006 was $2,109 and $2,410, respectively.

The following table summarizes information about stock options outstanding at July 31, 2007:

Options Qutstanding Vested Options
Weighted
Weighted Average Average Weighted
Range of Number of Remaining Contract  Exercise Number Average
Exercise Prices of Shares Life (years) Price Exercisable Exercise Price
$34.75 - $41.32 124,631 3.14 $39.91 59,584 $38.64
41.34 - 48.79 90,748 4.33 43.65 46,908 4310
49,52 - 64.70 116,209 491 57.67 32,476 51.85
66.47 - 66.47 7,000 6.85 66.47 — —
34.75- 6647 338,588 4.15 47.55 138,968 43.23

As of July 31, 2007, there was $4,460 of total unrecognized compensation cost related to non-vested share-
based compensation arrangements yranted under the Company’s stock option and restricted stock bonus plans.
That cost is expected to be recogni:zed over a weighted-average period of 2.8 years. The Company amortizes
stock-based compensation on the s:raight-line method.

The actual tax benefit realized for the tax deductions from option exercises totaled $818 for fiscal year 2007.

4. Restructuring and asset impairment charges:
Cost of Sales

During fiscal years 2007 and 2006, the Company incurred asset impairment charges as cost of sales in the
Company's Consolidated Statemznts of Operations under the caption “Asset Impairment Charges” as follows:

Year Ended July 31,
2007 ﬂﬁ_.
Medical Technology Products:
Digital Radiography 1'roducts:
Assets related to the digital radiography business .................. $8625 $ —
Medical Imaging Proiucts:
Inventory of CT Medical Program ............ ..ot —_ 5,772
Corporate and other:
Inventory of AraSky Limited, formerly known as SKY Computers, Inc.
(SR Y ) e — 1,589
o) - $8,625 $7.361
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Assets related to the digital radiography business

As a result of continuing losses in its digital radiography business and the related business outlook, the
Company evaluated the net realizability of all of the assets related to this business at October 31, 2006. As a
result, the Company recorded an asset impairment charge of $9,705 associated with the write-down of the
Company’s digital radiography system business assets to their estimated fair values as a group based upon the
present value of estimated future cash flows of the business. Of the $9,705 in asset impairment charges, $8,625
was recorded to cost of sales and $1,080 was recorded to operating expenses. Amounts recorded to cost of sales
included $4,144 related to inventory, $4,191 related to a software license, and $290 related to other asseis.
During fiscal year 2007, the Company continued to consider several alternatives regarding how to reduce future
losses of the digital radiography business. In Avgust 2007, the Company notified customers of its subsidiary,
ANEXA Corporation (“Anexa”), which is part of the Digital Radiography Products segment, that sales and
marketing of Anexa products would cease immediately, but that Anatogic would continue to service and support
the products currently with customers for the foreseeable future.

Inventory of CT Medical Program

In conjunction with ongoing discussions between the Company and an OEM customer in fiscal year 2006,
significant uncertainty arose with respect to the viability of a CT medical development program and the
realizability of the related assets. As a result, the Company recorded asset impairment charges of $5,772 in the
fourth quarter of fiscal year 2006 for the write-down of inventories,

Inventory of SKY

In fiscal year 2006, the Company decided to close SKY based on continued lower-than-expected sales. The
restructuring charges related o the closure involved the write-downs of certain inventory for $1,589,

Operating Expenses

During fiscal years 2007, 2006, and 2005, the Company recorded restructuring and asset impairment
charges as an operating expense in the Company’s Consolidated Statements of Operations under the caption
“Restructuring and Asset Impairment Charges” as follows:

Year Ended July 31,
2007 2006 2005
Medical Technology Products:
Medical Imaging Products:
Shenzhen Anke High Tech Co. Ltd (“SAHCO™)........... $ — $ 275 § —
Photo Detection Systems, Inc. (“PDS™ . ................. 216 2,160
Capitalized software of CT Medical Program ............. — 5,808 479
Manufacturing license of CT Medical Program . ........... — — 361
Digital Radiography Products:
Assets related to the digital radiography business .......... 1,080 — —
Corporate and other:
SKY e — 1,216 —
Total .. e e e $1,080 $7,515 33,000
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Assets related to the digital radiography business

Of the $9,705 in asset impairment charges related to the digital radiography business, $1,080 was recorded
to operating expenses. The $1,080 asset i mpairment charge included $696 related to capitalized software under
development at the time and $384 related to other assets.

SAHCO

The Company has a 44.6% equity interest in SAHCO, located in the People’s Republic of China. The
Company reviewed this investment for other-than-temporary impairment in accordance with APB No. 18, “The
Equity Method of Accounting for Investmznt in Common Stock”™, and determined that at January 31, 2006, its
investment in SAHCO was impaired based on its current fair value. In the second quarter of fiscal year 2006, the
Company recorded an asset impairment charge of $275 related to this investment which represented the
remaining book value of this investment.

PDS

On May 21, 2003, the Company acquired 1,251,313 shares of Series B Convertible Participating Preferred
Stock for an equity interest of approximately 11% in PDS of Acton, Massachusetts. PDS, a privately held
company, developed proprietary detection-systems for high-performance Positron Tomography, a rapidly
growing medical diagnostic imaging modality. In addition, the Company also received a convertible promissory
note in the principal amount of $1,367 and an exclusive license of PDS technology for non-PET products. The
convertible promissory note was convertible by the Company into 1,025,559 shares of Series B Convertible
Participating Preferred Stock. During fiscal year 2005, upon PDS’ achievement of a technology milestone, the
exclusive license of PDS technology reve:ted back to PDS and the Company received a warrant for the purchase
of 2.250,563 shares of Series B Convertible Participating Preferred Stock. Since the second quarter of fiscal year
2005, the Company had been accounting for this investment under the cost method of accounting in accordance
with EITF No. 02-14, “Whether an Investor Should Apply the Equity Method of Accounting to Investments Other
Than Common Stock”. The Company reviewed this investment for other-than- temporary impairment in
accordance with SFAS No. 115, “ Accounting for Certain Investments in Debt and Equity Securities” and
determined that, at October 31, 2003, its investment in PDS was impaired based on its current fair value, and
therefore, recorded an asset impairment cliarge of $216 in the quarter ended October 31, 2005. During fiscal year
2005, the Company recorded asset impairnent charges in PDS of $2,160, based on its current fair value. See
Note 10 for further discussion regarding FDS.

Capitalized software of CT Medical Program

The Company had capitalized $5,808 in software development costs of which $3,850 related 1o a medical
CT workstation project and $1,958 related to a medical CT development program. The objective of the medical
CT workstation program was to broaden the current market opportunity for the Company’s CT Medical scanner
back end subsystem by developing a front end system which would provide a complete solution for its
customers. During the fourth quarter of fiscal year 2006, management concluded that significant additional
investment would be required to complete the development efforts on this front-end system and decided to no
longer pursue its development efforts, and recorded an impairment charge of $3,850. With regard to the medical
CT development program, in the fourth quarter of 2006, the Company evaluated viability of this capitalized
software with respect to future use and realizability and, based on this evaluation, the Company recorded an
impairment charge of $1,958.
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The Company had previously capitalized $479 in software development costs related to a Medical Imaging
project. In fiscal year 2005, the Company determined that this project did not meet anticipated future market
requirements and decided to focus its effort on other existing development projects. As a result, the Company
recorded in fiscal year 2005 an impairment charge of 3479 which represents the total amount capitalized by the
Company for this project,

Manufacturing license of CT Medical Program

On January 24, 2003, the Company purchased a manufacturing license for $500 which would allow the
Company to utilize mobile portable X-ray technology. In fiscal year 2005, management decided to no longer
pursue their research and development efforts in this area due to limited resources. Accordingly, the Company
has put this project on hold and is uncertain as to whether the Company will be able to utilize this technology in
the future.

The Company had been amortizing the cost of the license over a five-year period. The Company determined
that this intangible asset was impaired and recorded an impairment charge of $361 in fiscal year 2005.

SKY

During fiscal year 2006, the Company decided to close the business operations of its wholly owned
subsidiary, SKY, based on continued lower than expected sales. The closing of SKY involved (1) the termination
of approximately 40 employees, most of whom have been engaged in product development, sales, and
administrative activities; (2) the write-down of certain capital assets; and (3) the write-down of centain inventery.
In accordance with SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” the
Company recorded a total charge of $1,216 in fiscal year 2006, of which $906 was for severance and $310 was
for a write-down of capital assets within the operating expenses in the Consolidated Statements of Operations
under the caption “Restructuring and asset impairment charges”.

On November 1, 2006, the Company sold certain assets and liabilities of SKY, including its obligation to
service previously sold preducts, for a price of $405. The $405 includes $225 in cash paid at closing, $150 in
cash paid in December 2006, and the assumption of $30 in liabilities. The Company recorded a gain of $205
from the sale in fiscal year 2007.

The following table summarizes accrued severance activity in fiscal years 2007 and 2006 relating to SKY:

Involuntary Employee

Severance
Balance at July 31, 2005 . ... . e $—
Restructuring charge ....... . .. . . e 906
Cashpayments ... ...ttt it ee e (644)
Balance at July 31,2006 . ... ... i it e $ 262
Restructuring charge ....... ... ... .. ... Ll il —
Cashpayments ....................... e (262)
Balance at July 31, 2007 .. ... e $ —
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5. Net income per share:

Basic earnings per share are compu'ed using the weighted average number of common shares outstanding
during the period. Diluted earnings per share are computed using the sum of the weighted average number of
common shares outstanding during the period and, if dilutive, the weighted average number of potential shares of
Common Stock, including unvested restricted stock and the assumed exercise of stock options using the treasury
stock method.

The following table sets forth the computation of basic and diluted earnings per share for fiscal years 2007,
2006 and 2005:

{In thousands, except per share data)

Year Ended July 31,
2007 2006 2005

Income from continuing operations before ........ ... $15,380 § 4,600 $34,659
Income (loss) from discontinued operations, netof tax .............. ... .. —_ 139 (5,797)
Gain on disposal of discontinued operations, netoftax .................... — 20,207 —
Cumulative effect of change in accounting principle, netof tax ............. — 120- —
Netincome ............ P $15380 §$25,066 $28,862
Weighted average number of common shares outstanding-basic ............. 13,814 13,704 13,566
Effect of dilutive securities: :

Stock options and restricted StCCK .. ..o 132 149 53
Weighted average number of common shares outstanding-diluted ........... 13,946 13,853 13,619
Basic earnings (loss) per share, net of tax:

Income from continuing OPerations . ............eeernarriore i oains $ 111 $§ 034 $ 255
Income (loss) from discontinued operations . ........ e — 0.01 (0.42)
Gain on disposal of discontinued operations ................. .ol — 1.47 —
Cumulative effect of change in accounting principle ...................... — 0.01 —
Net income ..... el e $ L11 % 183 § 213
Diluted earnings (loss) per share, aet of tax: . .

Income from CONKNUING OPELALONS . ...\ v v oeerar i ane e ... % 110 $ 033 $ 254
Income (loss) from discontinued operations . .......... ... .. — 0.01 (0.42)
Gain on disposal of discontinued operations ............ ... — 1.46 —
Cumulative effect of change in accounting principle ........ .. ... .o — _ 001 —
Netincome ............... C e e e e e $ 110 $ 181 § 212
Anti-dilutive shares related to outstanding stock options .. ................. - 67 205 270

Anti-dilutive shares relatec to outstanding stock options may become dilutive in future years.

6. Risks and Uncertainties:

The Company is subject to risks common to companies in the medical and security technology industries.
These risks, which could have a material and negative impact on the Company’s business, financial condition,
and results of operations, inclvde, but are not limited to, loss of any significant customer, dependence on key
suppliers, and United States and foreign regulatory clearances and approvals.
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Customers

The Company had three custotners, as set forth in the table below, who accounted for 10% or more of the
net product and engineering revenue during fiscal years 2007, 2006, and 2005,

Year Ende& July 31,
207 26 2005
CUSIOMET 1 ... e e e 18% 19% 15%
Customer?2 .............. e e e L 1% 17% 16%
CUSIOMIET 3 L. i i e e e e *) ) 10%

Note (*): Total product and engineering revenues were less than 10% in this fiscal year.

The Company’s ten largest customers as a group accounted for 68%, 70%, and 66% of the Company’s net
product and engineering revenue for fiscal years 2007, 2006, and 2005, respectively.

Although the Company is seeking to broaden its customer base, the Company wilt continue to depend on
sales to a relatively small number of major customers. Because it often takes significant time to replace lost
business, it is likely that operating results would be adversely affected if one or more major customers were 1o
cancel, delay, or reduce significant orders in the future. Customer agreements typically permit the customer to
discontinue future purchases after timely notice. In addition, the Company generates significant accounts
receivable in connection with the products it sells and the services it provides 1o its major customers. Although
its major customers are large corporations, if one or more of its customers were to become insolvent or otherwise
be unable to pay for the Company’s products and services, the Company’s operating results and financial
condition couid be adversely affected.

United States or Foreign Regulatory Clearances and Approvals

The Company’s products are used by a number of its customers in the production of medical devices that
are subject to a high level of regulatory oversight. A delay in obtaining or inability to obtain any necessary
United States or foreign regulatory clearances or approvals for products could have a material adverse effect on
its business. The process of obtaining clearances and approvals can be costly and time-consuming. There is a
further risk that any approvais or clearances, once obtained, might be withdrawn or modified. Medical devices
cannot be marketed in the United States without clearance from the FDA. Medical devices sold in the
United States must also be manufactured in compliance with FDA rules and regulations, which regulate the
design, manufacture, packing, storage, and installation of medical devices. Moreover, medical devices are
required to comply with FDA regulations relating to investigational research and labeling. Each state may also
regulate the manufacture, sale, and use of medical devices. Medical devices are also subject to approval and
regulation by foreign regulatory and safety agencies.
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7. Marketable securities:

Marketable securities are categorized 1s available-for-sale securities and summarized as follows:

Gross Unrealized
Cost Gain Loss  Fair Value

July 31, 2007
Debt securities issued by various state and local municipalities and

BEENCIES © ot ve vt ettt oo e et $2,000 $— $— 52,000
July 31, 2006
Debt securities issued by various state and local municipalities and

BZENCIES ..\ttt e o s e i e st 5,800 a0 — 5,830

All investments held at July 31, 2007 are due within one year.

There are no realized gains or losses on marketable securities as the Company has not sold any marketable
securities, included above, during the periods presented and cost has approximated fair value at the maturity
dates.

8. Balance sheet information:

Additional information for certain bal:ince sheet accounts is as follows for the years ended:

July 31,
2007 2006
Inventories:
Raw Materials ... .ottt et aaee e ia e $27.825 $30,164
WOrK-IN-PIOCESS - ..ottt iii s aania e 13,499 12,984
Finished goods . . . ... ouiu it e 13,089 12,370

$54,413  $55518

Accrued liabilities:

Accrued employee compensation and benefits ...l $12,964 $10,002
AcCrued WAITANTY . .. ... it vttiiee e aat e aa s 5,241 47177
L1011 = S 8,365 9,332

$26,570  $24,111

Advance payments and deferred revenue:

Deferred TEVEIUE . . ..o oo i ie ceiies i aia s $10311  § 7,352
Ramp-up funds . .......oiiun coriiii i 454 469
Customer dePosils ... . .vviver tie i ' 752 1,565

$11,517 $ 9,386
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9. Intangible assets:

Intangible assets at July 31, 2007 and July 2006, which will continue to be amortized, consisted of the
following:

July 31, 2007 July 31, 2006
Accumulated Accumulated
Cost Amortization Net Cost Amortization Net
Intellectual Property ... ... ... ........... $8,264 $7.851 $413  $8,264 $6,196 $2,068

Amortization expense related to acquired intangible assets was $1,662, $1,626, and $1,612 for fiscal years
2007, 2006, and 2005, respectively. The estimated life of intangible assets is five years.

The estimated future amortization expenses related to intangible assets for each of the five succeeding fiscal
years, is expected to be as follows:

2008 .. $ 404
2009 9
2010 .. —
2001 . — N
20012 —
$413

10. Investments in and advances to affiliated companies:

The Campany has a 44.6% equity ownership interest in SAHCO located in The People’s Republic of China.
During fiscal year 2006, the Company recorded $455 of expense as its share of equity losses, and $474 of income
as its share of gains in SAHCO in fiscal year 2005. Also, during fiscal year 2006, the Company reviewed this
investment for other-than-temporary impairment in accordance with APB No. 18, and determined that its
investment in SAHCO was impaired based on its fair value. The Company recorded an asset impairment charge
related to this investment of $275, which represented the Company’s book value. The carrying value of the
Company’s investment in SAHCO was $0 at July 31, 2007 and 2006.

On May 21, 2003, the Company acquired 1,251,313 shares of Series B Convertible Panicipating Preferred
Stock for an equity interest of approximately 11% in PDS. PDS, a privately held company, developed proprietary
detection systems for high-performance Positron Emission Tomography ("PET™), a rapidly growing medical
diagnostic imaging modality. PET scanning is a tool in the diagnosis and management of cancer, specifically for
detecting early-stage tumors and determining tissue characteristics before and after treatment. In addition, the
Company also received a convertible promissory note in the principal amount of $1,367 and an exclusive license
of PDS technology for non-PET products. The convertible promissory note was convertible by the Company into
1,025,559 shares of Series B Convertible Participating Preferred Stock. If converied, the Company’s equity
interest would increase by 9%. During fiscal year 2005, upon PDS’ achievement of a technology milestone, the
exclusive license of PDS technology reverted back to PDS and the Company received a warrant for the purchase
of 2,250,563 shares of Series B Convertible Participating Preferred Stock. The exercise of this warrant would
increase the Company’s equity interest by 20%. The Company’s current equity interest, the potential conversion
of the promissory note into Series B Convertible Participating Preferred Stock, and the potential exercise of the
warrant could result in the Company having a 40% equity interest in PDS. Additionally, under certain
circumstances in the future, the Company may at its discretion, or may be required to, purchase the remaining
60% equity at its then fair value.
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The Company accounted for this investment under the equity method due to the Company’s ability to
exercise significant influence over operating and financial policies. Effective with the second quarter of fiscal
year 2005, the Company changed the acccunting method for its investment in PDS from the equity method to the
cost method of accounting in accordance with EITF No. 02-14. Subsequently, the Company reviewed this
investment for other-than-temporary impairment in accordance with SFAS No. 115. The Company determined
that its investment in PDS was impaired bised on its current fair value, and therefore, recorded an asset
impairment charge totaling $216 in the first quarter of fiscal year 2006, as compared to $2,160 during the second,
third, and fourth quarters of fiscal year 2005. Prior to the effective date of EITF No. 02-14, the Company
recorded its share of PDS losses of $759 as research and product development expenses in fiscal year 2005. At
July 31, 2005, the Company’s investment in PDS was recorded, net of impairment charges, at $0 value. During
the second quarter of fiscal year 2006, the Company invested $471 in PDS. The Company reviewed this
investment for other-than-temporary impa rment and determined that its investments in PDS was not impaired
based on its current fair value. In February 2006, the Company elected to convert the outstanding principle
represented by the convertible promissory note and to exercise the warrant received into shares of PDS Series B
Convertible Participating Preferred Stock, increasing the Company's equity interest in PDS to 43.8%. Following
the increase in equity interest, the Company re-evaluated the accounting for its investment in PDS, including the
consideration of FIN No. 46 (revised December 2003), “Consolidation of Variable Interest Entities” an
interpretation of ARB No. 517, and EITF No. 02-14 and determined that its investment should be accounted for
under the equity method. The Company evaluated the change from cost to equity method under APB No. 18, and
determined that no adjustment was require 1. For the remainder of fiscal years 2007 and 2006, the Company
recorded its equity share of PDS losses of 5667 and $332, respectively, and the Company’s investments in PDS,
net of additional investments, at July 31, 2007 and 2006, was $0 and $667, respectively.

During fiscal year 2005, the Company had a 14.6% equity interest in Cedara Software Corporation
(“Cedara™), which is a publicly traded Canadian company. On April 1, 2004, the Company's guarantee of certain
debt owed by Cedara to its lender was cancelled, along with the security agreement between the Company and
Cedara’s lending bank. On November 8, 20104, the two affiliates whom the Company had appointed to the Cedara
Board of Directors resigned from the Cedara Board. As a result, the Company on November 8, 2004 changed its
accounting for this investment from the equity method to the cost method of accounting because the Company’s
ability to exercise significant influence over operating and financial policies of Cedara had ceased. On
February 17, 2005, the Company sold its equity interest in Cedara for $50,752 and realized a gain of
approximately $43,829 from the sale. During fiscal year 2005, the Company entered into a six-year license
agreement with Cedara for $6,000 which allows the Company to incorporate alt of Cedara’s software products
into the Company’s equipment and resell such equipment to the Company’s customers. The Company entered
into a maintenance contract in the amount «f $150 for the first year. At the Company’s option this maintenance
contract may be renewed each year at $150 The Company has the option to further extend the license agreement
for up to an additional four years on similar terms. The Company capitalized the costs of the license agreement
and amortized the cost ratably over the life of the agreement in the Company’s product cost of sales during fiscal
years 2006 and 2005. The remaining unamortized capitalized costs of the license agreement were wnitten-down
in fiscal year 2007.

On May 23, 2007, Bio-Imaging Reseaich, Inc. (“BIR"), of which the Company had approximately a 17%
ownership interest, declared a dividend, of which $1,429 was paid to the Company on May 24, 2007. This
investment was being accounted for under 12e cost method and as of April 30, 2007 the book value was $200. On
May 24, 2007, the Company sold its entire ownership interest in BIR for approximately $3,714, of which $2,807
was paid in cash upon closing and the remaining $907 will be held in escrow for a period of up to two years from
the date of closing to secure any indemnific.ation claims. The Company recorded income before taxes on the sale
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and related dividend income of approximately $4,036 during the fourth quarter of fiscal year 2007 based on the
cash received. The escrowed balance, less any amounts used to satisfy indemnification claims, will be recognized
as income as the cash is received. On September 4, 2007, the Company received $84 of the $907 held in escrow,
which will be recorded as income in the first quarter of fiscal year 2008.

11. Commitments and guarantees:

The Company has agreements whereby it indemnifies its officers and directors for certain events or
occurrences while the officer or director is, or was serving, at the Company’s request in such capacity. The term
of the indemnification period is for the officer’s or director’s lifetime. The potential amount of future payments
the Company could be required to make under these indemnification agreements is unlimited. Also, to the extent
permitted by Massachusetts law, the Company’s Articles of Organization require the Company to indemnify
directors of the Company and the Company’s by-laws require the Company to indemnify the present or former
directors and officers of the Company and also permit indemnification of other employees and agents of the
Company for whom the Company’s Board of Directors (the “Board”) from time to time authorizes
indemnification. In no instance, however, will indemnification be granted to a director otherwise entitled thereto
who is determined to have (a) committed a breach of loyalty to the Company or its stockholders, (b) committed
acts or omissions not in good faith or which involved intentional misconduct or a knowing violation of the law,
or (c) derived any improper personal benefit in connection with a particular transaction. Because no claim for
indemnification has been made by any person covered by said agreements, and/or the relevant provisions of the
Company’s Anticles of Organization or By-laws, the Company believes that its estimated exposure for these
indemnification obligations is currently minimal. Accordingly, the Company has no liabilities recorded for these
indemnity agreements and requirements as of July 31, 2007.

During August 2006, a dispute arose between the Company and an OEM customer with whom the Company
had a development agreement regarding a medical CT program. The dispute related to whether either party
breached the agreement. In February 2007, a settlement was finalized, resulting in a total charge of $221 during
fiscal year 2007.

In November 2002, the FASB issued FIN No. 45 “Guarantor's Accounting and Disclosure Requirements
Jor Guarantees, Including Indirect Guarantees of Indebtedness of Others, an interpretation of FASB Statements
No. 5, 57, and 107 and rescission of FASB Interpretation No. 347 (“FIN 45”). FIN 45 requires a guarantor to
recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken by issuing the
guarantee. The following is a summary of agreements that the Company determined is within the scope of
FIN 45,

The Company’s standard original equipment manufacturing and supply agreements entered in the ordinary
course of business typically contain an indemnification provision pursuant to which the Company indemnifies,
holds harmless, and agrees to reimburse the indemnified party for losses suffered or incurred by the indemnified
party in connection with any United States patent, or any copyright or other intellectual property infringement
claim by any third party with respect to the Company’s products. Such provisions generally survive termination
or expiration of the agreements. The potential amount of future payments the Company could be required to
make under these indemnification provisions is, in some instances, unlimited. The Company has never incurred
costs to defend lawsuits or settle claims related 1o these indemnification agreements. As a result, the Company
believes that its estimated exposure on these agreements is currently minimal. Accordingly, the Company has no
liabilities recorded for these agreements as of July 31, 2007.
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Generally, the Company warrants that .ts products will perform in all material respects in accordance with its
standard published specifications in effect a. the time of delivery of the products to the customer for a period ranging
from 12 to 24 months from the date of delivery. The Company provides for the estimated cost of product and service
warranties based on specific warranty claims, claim history and engineering estimates, where applicable.

The following table presents the Corapany’s product warranty liability for the years then ended:

July 31, ‘
2007 2006
Balance at the beginning of the period . ... il $4777 $4,057
Accrual ......... ...l N TR 6,018 5,761
Settlements made in cash or in kind during the period .................. . (5.554) (5,041)
Balance at theend of the period .. ... .......oiiiiinir e $5241 $4,777

During August 2007, an OEM custcmer notified the Company that one of its products was experiencing
performance issues. The Company is working with the OEM customer to resolve the issues that exist and has
accrued for its best estimate of the poteniial costs related to the resolution of this matter at July 31, 2007. The
atnount accrued at July 31, 2007 related to these issues is not material, however, actual costs upon final
resolution could be different. , )

The Company currently has approximately $23,954 in revolving credit facilities with various banks
available for direct borrowings. There were no direct borrowings in fiscal year 2007 or in fiscal year 2006.

12. Leases and other commitments:

Certain of the Company’s subsidia:ies lease manufacturing and office space are under non-cancelable
operating leases. These leases contain renewal options. The Company leases certain other real property and
equipment under operating leases whicly, in the aggregate, are not significant.

Rent expense associated with the (Jorﬁpany’s operating leases was approximately $1,625, $1,418 and $2,307
in fiscal years 2007, 2006, and 2005, respectively.

The following is a schedule by yeir of future minimum lease payments at July 31, 2007:

Operating Leases

Fiscal Year
. . S A g $1,956
0 1,478
200 . e e e e 970
. 0 N U UG 559
2002 e e e s 548
Thereafter ... et e i e e 1,297

$6,808

At July 31, 2007 the Company h:d outstanding non-cancelable purchase orders aggregating $35,484. The
purchase orders are for manufacturing and non-manufacturing related goods and services.
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13. Other (income) expense:

Other income consists primarily of interest income on short- and long-term marketable securities, gain or
(loss) attributable 10 investments on unconsolidated affiliates, which the Company accounts for under the cost or
equity method, foreign exchange gains (losses), and income (loss) on the sale of property, plant and equipment.

The Company recorded income before taxes on the sale of its investment in BIR and related dividend
income of approximately $4,036 during the fourth quarter of fiscal year 2007 based on the cash received. See
Note t0 for further discussion of the BIR transaction. In, fiscal year 2005, the Company realized a gain of
$43,829 on the sale of marketable securities related to the Company’s sale of its equity interest in Cedara.

In fiscal years 2007 and 2005, the Company had foreign exchange gains of $63 and $133, respectively,
versus a foreign exchange loss of $161 in fiscal year 2006 with respect to inter-company transactions.

14. Retirement Plans:
401(k) Plan

The Company has a qualified retirement plan called the Analogic 401(k) Plan (the “Plan™} to provide
retirement income for eligible employees through employee contributions and employer contributions from the
Company. Employer contributions are discretionary and may be in the form of a direct profit sharing contribution
or a discretionary matching contribution as determined and approved by the Board of Directors. The Company
contribution each year shall in no event exceed the maximum allowable under applicable provisions of the
Internal Revenue Code. All contributions vest immediately.

The Plan, as allowed under Section 401(k) of the Internal Revenue Code, permits tax-deferved salary/wage .
deductions for eligible employees. Employees may contribute from 1% to 80% of their eligible compensation to
the Plan, limited to a maximum annual amount as determined by the Internal Revenue Service.

Beginning in fiscal year 2003, the Company decided to contribute 5% of its net income, as defined, to the
Plan. Beginning in fiscal year 2007, the Company decided to contribute to the Plan, the greater of 5% of its net
income, as defined by the Plan, or $1,200. The Company, after further review of the Plan and with Board
approval, made the decision to increase the contribution for fiscal year 2007 from $1,200 to 31,471, The
Company’s contributions to the Plan totaled $1,471, $1,303, and $1,493, in fiscal years 2007, 2006, and 20035,
respectively.

Defined Benefit Retirement Plan

The Company’s Canadian subsidiary, ANRAD CORPORATION, sponsors a defined benefit retirement plan
called the Anrad Retirement Plan (the “Anrad Plan”). The Anrad Plan provides benefits to employees based on a
formula recognizing length of service and final average earnings. The measurement date used for the plan is
July 31. The Company recognizes the periodic pension expense in its consolidated statement of operations and
the associated assets or liabilities on its consolidated balance sheet.

Effective July 31, 2007, the Company adopted SFAS No. 158. See Note 1 for the incremental effects of the
initial adoption of SFAS No. 158 on the Company’s Consolidated Balance Sheet at July 31, 2007.
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Anrad Plan Participants

The number of participants was as follows at July 31, 2007:

Active emPlOYEES . ... ...ttt e L 96
Vested former employees . ... ... ... i i o 8
Retirees and beneficiaries ... ... ... et e 2
TOWL « ettt T A 106

The estimated net prior service cost, net transition asset, and net actuarial loss for the Anrad Plan that will
be amortized from stockholders’ equity into pension cost in fiscal year 2008 are $9, $15, and $25, respectively.
Comparable amortized amounts in fiscal year 2007, respectively, were $9, $24, and $50.

i

Net Periodic Benefit Cost

July 31,

2007 2006 2005
SEIVICE COSL & v vt ettt oot ettt v mae e e et ettt $722 $548 $345
INEEIESE COSE &« v vttt et s ettt e e te e e e a e a e ne e s 277 204 130
Expectedreturn on plan assets . ... ... (245) (168) (115)
Amortization of transition asset obligations . ............... ... ... (24) (23) 21)
Amortization of prior SErvice Costs .. ..o 9 B 8
Amortization of net actuarial loss recognized .............. ... ... 59 26 —
ORI COSE « o vttt e et e e e e e $798 $595 $347

Actuarial Assumptions

Actuarial assumptions for the Anrad Plan are described below. The discount rates at July 31 were used to
measure the year-end benefit obligations and the earnings effects for the subsequent year.

July 31,
B w6 2w
DASCOUNT TAIE o\ vt et e e et eee et it ens e e eamneaaseaens 5.75% 5.50% 5.75%
Expected relurm Onassets ......ovvvi it i 6.50% 6.50% 7.00%
SaAlArY IMCTEASE .\ .ottt e ettt e 3.75% 4.00% 4.25%

To determine the expected long-term rate of return on the Anrad Plan assets, the Company considers the
current and expected asset allocaticns, as well as historical and expected returns on various categories of plan
assets.

The Company amortizes experienced gains and losses, as well as the effects of changes in actuarial
assumptions and plan provisions over a period no longer than the average future service of employees.
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Funding Policy

The funding policy for the Anrad Plan is to contribute amounts sufficient to-meet minimum funding
requirements as set forth in employee benefit and tax laws plus such additional amounts as the Company may
determine to be appropriate. During fiscal years 2007, 2006, and 2005 the Company made contributions to the
Anrad Plan of $1,531, $1,045, and $437, respectively, and made payments for benefits and administrative
expenses of $687, $288, and $58, respectively. In fiscal year 2008, the Company expects to make contributions
and payments for benefits and administrative expenses of $1,176 and $144, respectively.

Benefit Obligations

Benefit obligations are described in the following tables, Accumulated and projected benefit obligations
(“ABO” and “PBO”) represent the obligations of a pension plan for past service as of the measurement date,
ABO is the present value of benefits earned to date with benefits computed based on current compensation
levels. PBO is ABO increased to reflect expected future compensation.

Projected Benefit Obligation

2007 2006
Balance at August 1. ... ... e $4.359  $2,833
CUITEnt SEIVICE COBE . . L Lottt it et e e e 722 548
Foreign currency exchange loss ... ... ... . oottt 253 256
Interest COSL .. oot e 277 203
Net actuarial (gain} /1085 .. ... .. i e e (562) 802
Benefitpayments . .. .. .. .. oo e (664) (283)
Balance at July 31 . ... ... ... $4,385  $4,339

Accumulated Benefit Obligation .
ABO balances for the Anrad Plan was $2,433 and $2,301 at July 31, 2007 and 2006, respectively.

Fair Value of Plan Assets

2007 2006
Balance at August 1. ... ... e $3.279  $2,074
Actual return on Plan assets .. ... ... il i e 416 253
Employer contributions . ... ... .. s 1,531 1,045
Benefs pald .. .. e e {664) (283)
Foreign currency exchange gain .. ...... ... ... . ... . .. . . i i, 270 190
Balance at July 31 . ... e $4,832 $3,279
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Plan Asset Allocation

The Anrad Plan assets are held in trus:, as follows:

July 31, 2007 July 31, 2006
Target Actual Actual
allocation allocation allocation
Equity securities ............... o 65.0% 64.8% 64.4%
Debtsecurities . ... i, P 35.0% 35.2% 35.6%
ot .. e e 100.0% 100.0% 100.0%

The Pension Committee of the Anrad Plan sets investment policies and strategies for the Anrad Plan. Long-
term strategic investment objectives includs: preserving the funded status of the Anrad Plan and balancing risk
and return. The Pension Commtittee oversecs the investment allocation process, which includes selecting
investment managers, commissioning periodic asset-liability studies, setting long-term strategic targets and
monitoring asset allocations, Target allocat on ranges are guidelines, ot limitations, and occasionally the
Pension Committee will approve allocations above or below a target range.

Estimated Future Benefit Payments

Estimated future benefit payments under the Anrad Plan are as follows: )

2008 2009 2010 2011 2012 2013-16
3134 $144 5152 5178 5184 $1,185

Prepaid Pension Asset

The Company’s recorded assets and liz bilities for the Anrad Plan were as follows:

July 31,
2007 2006
Prepaid pension asset .. ...ttt i $1,056 $266
Accumulated other comprehensive income .. ... ... e e 60y —
Net amount recognized on the balance sheet ................................ $ 447  $266
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15. Income taxes:

The components of the provision for income taxes on operations are as follows:

July 31,
) 2007 2006 2005
Current income taxes (benefit):
Federal ......... . i i e $5534 $5750 $17,432
1] | 1 580 (394) 1,298
Foreign .. ..o e e 178 984 571

6,292 6,340 19,301

Deferred income taxes (benefit):

Federal ... ... ... e (2,818) (6,895 (3,730)
State . .. (58) 680 79
Foreign .. ... .. .. (121) (592) 274

(2997) (6,807) (3,377)
$3295 § (467) $15924

Income (loss) from continuing operations before income taxes from domestic and foreign operations is as
follows:

July 31,
2007 2006 2005
DOMESHC « . oottt ettt e e e et e e $20,691 $ 5,626 $51,590
Foreign . ... ... ... (2,016) (1,493) {1,007)

$18,675 $4,133 350,583
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The components of the deferred tax assets and liabilities are as follows:

Deferred Tax Deferred Tax

July 31, 2007 Assets Liabilities
Deferred Revenue . ... ..., oo $ 1,172 § —
Imangibles .. ... ... . . i 5,667 201
DepreciatiOn ... ...t i — 2,968
Baddebt ...... ... i 136 —
Capitalized interest and othercosts .............. ... .. ... 227 267
Inventory . . ..o e e e 5,196 —_
WaITANLY « . oottt e e e e e it 1,796 —
Benefitplans .. ... ... . o 1,709 —
Indemnification accruals .. ........ .. . o i, 134 —
Unrealized gain/loss .......... . ... .. ..o il 6,771 1,751
Capitalized software, net .................... ... ... ... — 289
Statenetoperating loss . ... .. .. o i i 193 —
Foreign tax credit carry forwards . ....................... 303 —
Foreign net operating loss . .............. .. ... .ot 1,712 —
State tax credit carry forwards . .. .. ... ... .ol 2,304 —
Comprehensive income . ............ ... .o i i — 511
Miscellaneous . ... .. i e 641 41
27,961 6,118
Valuationallowance ....... ... crtiiirmeaieen... (3,864) —_
$24,097 36,118

Deferred Tax Deferred Tax

M Assets Liabilities
Deferred Revenue .. ... ...... .. .ciiiiiiiiinnnnnn. $§ 791 § —
Intangibles ......... .. .. 3,256 222
Depreciation ............oiiinirnnein i, — 3,272
Baddebt ... ... .. e 218 —
Capitalized interest and othercosts. .......... ... ... ... 140 440
Inventory . . .. ... e e 6,008 —
WAITANLY & .ottt ittt aae et 1,690 —
Benefitplans ........ ... i 2,031 —
Indemnification accruals .. ........ ... ... i 371 —
Unrealized gainfloss ......... ... oo i, 6,850 1,990
Capitalized software,net ............... ... .. ... ... —_— 871
Foreign tax credit carry forwards .. ...................... 285 —
Foreign net operating 1oss ... ........ ... oo 1,549 —
State tax credit carry forwards ............. ... . o 1,647 —
Comprehensive income ............. ... .. .. ... —_ 488
Miscellaneous .. .. ..ottt e 469 64
25,305 7,347
Valuationallowance .......... .. .. 3,094) —
$22,211 $7,347

|
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A reconciliation of income taxes at the United States statutory rate to the effective tax rate follows:

Year Ended July 31,
2007 2006 2005
U.S. federal statutory tax rat€ . .. .. ... ...ttt e 5% 35% 35%
Exportsalesbenefit ....... .. ... .. . . ... . . e 1% 4% -1%
State income taxes, net of federal tax benefit . ............ ... ... ......... 0% -17% 1%
Incentive stock options net of disqualified dispositions ................. ... 1% 8% 0%
Domestic production benefit .. ... ... ... . e -1% 4% 0%
Dividends received deduction . ........ ... . . ... .. ... ... 2% 0% 0%
Gain (oss) ONINVESHNENT . ...ttt et e e e e e e e e s 4% -13% 0%
Tax eXemMPL IDIEIES . oot e e 0% -3% -1%
General business credit ... ... ... ... e 5% 4%  -2%
Valuation allowance . . ... i e 3% 19% 3%
Effect of international operations . ... ... ... ... oot 6% -32% -3%
Increase (decrease) in taX TESEIVES .. . oo vt ittt it it i iniee e -1% 3% -1%
L 11 o TS 1= 1+ - £ 1=1 AN PR -1% 1% 0%
8§ st ATl v D o 11~ ‘ 18% -11% 31%

The Company does not provide for U.S. Federal income taxes on undistributed earnings of consolidated
foreign subsidiaries as such earnings are intended to be indefinitely reinvested in those operations. Determination
of the potential deferred income tax liability on these undistributed eamings is not practicable because such
liability, if any, is dependent on circumstances that exist if and when remittance occurs. During the third quarter
of fiscal year 2006, the Company recorded a provision-to-return adjustment which provided an out-of-period tax
benefit of $329.

As of July 31, 2007 the Company had net operating loss carryforwards in Belgium and Germany of
approximately $4,024 and $296 respectively, which have no expiration date and a loss carryforward of $524 in
Italy which will expire in 2012. As of July 31, 2007, the Company had state net operating losses of $2,609 which
will expire in fiscal year 2012. As of July 31, 2007, the Company also had state tax credit carryforwards of
$3,544 which will expire in 2022.

Management has determined that it is more likely than not that the Company will not recognize the benefit
of certain foreign losses, state losses, and tax credits and as a result, valuation allowances have been established
at July 31, 2007 and July 31, 2006. The change in the valuation allowance in fiscal year 2007 is primarily the
result of income in Belgium, and the addition of state tax net operating loss carryovers and credits where by use
cannot be assured.

During fiscal year 2005, the Company identified potential additional tax benefits to be realized for the fiscal
years 2000 through 2004 related to federal and state tax credits for research and development expenditures. A
study has been completed and amended returns filed for fiscal years 2000 through 2003. The amount of federal
and state credits claimed, net of third-party costs incurred related to the tax study, was approximately $6,150. To
date, $645 has been received related to fiscal year 2000 and fiscal year 2001 and has been benefited through the
tax rate. The fiscal year 2004 return and the amended returns are currently under IRS and state revenue
department audits. Accordingly, the Company will recognize the remaining tax benefits related to these tax
credits after completion of the IRS and state revenue tax audits. Contingent third-party costs incurred related to
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the refunds will be recognized as the benef t is recognized, and are approximately $1,200. The Company has
comparable benefits in subsequent fiscal years 2005 through 2007 of approximately $900 that will also be
recognized upon the completion of the audit.

The refundable and deferred tax assets include U.S. Federal and state refund claims. The fiscal year 2004
Federal net operating loss was carried back to offset the fiscal year 2002 and fiscal year 2003 Federal income tax
returns and is expected to generate a refund of $4,918 at completion of the IRS audit discussed above. In
addition, state tax credits, net of federal tax cost, of $236, are being claimed on amended state tax returns. These
additional credits are in addition to the R&I) credits discussed above. Refunds are not expected to be received
until completion of the tax audits discussed above.

16. Quarterly results of operations (unaudited):

The following is a summary of unaudited quarterly results of operations for fiscal year 2007 and fiscal year
2006:

For the Quarters Ended
. Octobor 31, January 31, April 30, July 31, October 31, January 31, April 30, July 31,
2005 2006 2006 2006 2006 2007 2007 2007

Revenues ....................c0vit, $86,.10  $100,011 $81,306 383,718 75,602 $88,358  $83,889 $92,933
Gross Margin (A} ..................... 30,289 41,036 29,130 20680 18,038 32.642 32,777 33758
Income (loss) from continuing operations

before discontinued operations and

cumulative effect of change in accounting

principle (B) ............... ... ..., 1,063 9,097 2,510 {8,070y (5,360) 5,420 6,998 8322
tncome (loss) from discontinued

OPETALONS . ...t tiaint e, 159 -— — (20) — — — —
Gain on disposal of discontinued

OPETALIONS ... ... .. vvriervinnnnn.s - 20,640 — (433) — — — —
Cumulative effect of change in accounting

ponciple . ... ... ... L 120 — — — — — — —
Netincome (loss) ..................... $ 1312 529737 § 2,510 $(8,523) $(5360) § 5420 § 6,998 § 8,322

Basic earnings (loss) per share:
Income (loss) from continuing operations .. $ 008 § 067 $ 018 $ (059 3% (039 $ 039 % 05! % 060

Income from discontinued operations . .. .. 0.1 — — — — — — —
Gain on disposal of discontinued )
OPErations ........c.uiicvicivniinnn -t 1.5 - — (0.04) — — — —
Cumulative effect of change in accounting .
principle ........... . .o e, om — — — — — — —
Net tncome (1058) .. ovvv vt einnnnn. $ 0.0 § 218 % 018 $(063) $ (039 % 039 3 051 § 060
Diluted earnings (loss) per share; : ‘
Income from continuing operations ... .... $ 008 § 066 $ 018 $ (059 % (039 $ 039 3§ 050 3% 0.60
Income (loss) from discontinued
OPETAtONS ..o ovveeeeaaeeeeannn.. 0.1 — — — — — = —
Gain on disposal of discontinued .
OPETALONS ..\ .ivveerennanreannnn.n. — 1.50 — (0.04) — — — —
Cumulative effect of change in accounting
principle ... ... . .. L. 0.01 — — — — — — —
Netincome (1088) .. .....vuurinennnn... $ 010 $ 216 S 018 % (063) $ (039 $ 039 3 050 % 060
Shares used in computing income (loss) per
share:
Basic ... ..o 13,631 13,625 13,732 13,815 13.827 13,866 13,874 13,670
Diluted ........... .ol 13,734 13,799 13956 13912 13,827 13,982 14,003 13,842
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(A} The Company recorded asset impairment charges of $1,179, $6,182, and $8,625 for the quarters ended October 31,
2005, July 31, 2006, and October 31, 2006, respectively,

(B) The Company recorded restructuring and asset impairment charges of $2,204, $503, $84, $12,085, and $9,705 for the
guarters ended October 31, 2005, January 31, 2006, Apnl 30, 2006, July 31, 2006, and October 31, 2006, respectively,

Also, the Company recorded a gain on the sale of other investments of $4,036 for the quarter ended July 31,
2007 related to the Company’s sales of its equity interests in BIR.

17. Supplemental disclosure of cash flow information:

Changes in operating assets and liabilities, net of the impact of acquisitions, are as follows:

Year Ended July 31,
2007 2006 2005
Accounts and notes receivable .. ... e $(6,042) $ (481) $(5,750)
Accounts receivable from affiliates . .......... ... ... .. . .. i . — 688 267
LR~ (T o 1= (1,532) (850) (5,008)
011 = o1y =3 L T3 (1,435) 106 (2,335)
8 V) gl T N — 9 (5422)
Accounts payable, trade . ... .. ... L e 3,974 (3.495) 3,309
Accrued lHabilities . ... ... e e 1,135 3,374 690
Advance payments and deferredrevenue .............. ... .. il 2,543 (5,217) 5,307
ACCTUEd INCOME LAKES . ittt et ittt ettt e et s e aa e 497  (13,833) 8,286
Net changes in operating assets and liabilities . ........... ... . ..oo00i.ns $ (860) $(19,699) $ (656)

18. Segment and geographic information:

The Company operates primarily within two major markets within the electronics industry: Medical
Technology Products and Security Technology Products. Medical Technology Products consists of three
reporting segments: Medical Imaging Products, which consists primarily of electronic systems and subsystems
for medical imaging equipment and patient monitoring; Digital Radiography Products, which consists primarily
of X-ray detectors and direct digital radiography systems for diagnostic and interventional applications in
mammography, cardiac, orthopedic, and general radiology applications; and B-K Medical for ultrasound systems
and probes in the urology, surgery, and radiology markets. Security Technology Products consists of advanced
weapon and threat detection systems and subsystems. The Company’s Corporate and Other represents the
Company'’s hotel business, net interest income, and other Company operations, primarily analog-to-digital
converters and supporting modules, and embedded multiprocessing equipment, which do not meet the materiality
requirements for separate disclosure. The accounting policies of the segments are the same as those described in
the summary of significant accounting policies.
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The table below presents information ibout the Company’s reportable segments:

Year Ended July 31,
2007 2006 2005
Revenues:
Medical technology products from external customers:
Medical imaging products .................. . ool i $190,670 $165,578 $157,067
Digital radiography products .. ... ... oo 18,089 27,594 17,895
B-KMedical .. ... . it 80,790 74,072 71,842
289,549 267,244 246,804
Security technology products from external customers ............... 40,554 64,311 58,562
Corporateandother .......... ... ... .. it 10,679 19,890 21,113
B ) $340,782 $351,445 $326,479
Income (loss) from continuing operations before income taxes and
cumulative effect of change in accovnting principle:
Medical technology products:
Medical imaging products (A) .........oiiiiii e $ 25480 $§ (6i8) 3 46,885
Digital radiography products (B) ............. ...l (26,301) (16,194) (19,253)
B-KMedical ....... ... i 4,966 2,387 5,645
4,154 (14,425 33277
Security technology products: ........ ... ... ... il (3,784) 9,969 14,771
Corporateand other (C) ........ ... cciiiiii i 18,305 8,589 2,535
5 7 $ 18675 $ 4,133 § 50,583
July 31,
2007 2006
Identifiable assets:
Medical imaging products . ... $ 53,657 $ 53,487
Digital radiography products ... .......... ... ..o i 26,656 36,635
B-KMedical ... ... (i 86,266 75,571
Security technology products .. ............. ... . i, 18,434 14,806
Corporate andother (D) .. ... ... .. i 274,128 308,146
Total .. e e $459,141 $488,645

(A) Fiscal year 2006 includes asset ‘mpairment charges of $12,071 related to the write-down of $11,580
inventories and capitalized software of two medical CT development programs due to the uncertainty of
their future use and realizability, and $491 related to the write-down of certain assets to their net realizable
values. Fiscal year 2005 includes a gain of $43,829 related to the Company’s sale of its equity interest in
Cedara, and an asset impairment charge of $3,000.

(B) Includes asset impairment charges of $9,705 related to the Company’s digital radiography business for
fiscal year 2007.

(C) Includes the gains on the sales of SKY and its interest in BIR of $205 and $4,036, respectively, as well as
interest income of $12,155 in fiscal year 2007. Includes interest income of $9,643, which is partially offset
by restructuring and asset imp iirment charges of $2,805 related to the restructuring of SKY operations in
fiscal year 2006. Includes interest income of $4,916 in fiscal year 2005.
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(D) Includes cash equivalents arid marketable securities of $193,654 and $232,188 as of July 31, 2007 and 2006,
respectively.

Information regarding geographic areas for fiscal years 2007, 2006, and 2005 are as follows:

Fiscal United

* Year States Japan Germany  Other Total

2007 Revenue from external customers $163,164 $59,254 $35910 $82,454 $340,782
Long-lived assets 58,102 — — 35,597 93,699

20006 Revenue from external customers 177,850 67649 33,678 72,268 351,445
Long-lived assets 63,122 — — 34,688 97,810

2005 Revenue from external customers 165,178 55,745 32,058 73498 326479
Long-lived assets 69,639 - — 30,405 100,044

Revenues are attributed to countries based on the location of the Company’s customers.

Other Long-lived assets are primarily in Denmark and Canada.

19. Commen Stock repurchases:

On June 7, 2005, the Board approved the repurchase of up to $25,000 of the Company’s Common Stock,
Under the repurchase program, the Company was authorized to repurchase during the next twelve months
outstanding shares of its Common Stock through brokers and dealers in the public market or in privately
negotiated transactions. During fiscal year 2006 the Company repurchased 80,000 shares of its Common Stock
under this plan for approximately $3,883 at an average purchase price of $48.53 per share. The repurchase
program expired on June 7, 2006.

On June 7, 2007, the Company announced that its Board on June 5, 2007, had authorized the repurchase of
up to $60,000 of the Company’s Common Stock. The repurchase program was funded using the Company’s
available cash. During the fourth quarter of fiscal year 2007, the Company repurchased 818,030 shares of
Common Stock under this repurchase program for $60,000 at an average purchase price of $73.35 per share. The
repurchase program was completed on July 26, 2007.

20. Related party transactions:

At July 31, 2007 and 2006, the Company had a net receivable of $0 and $37, respectively, from its affiliate,
SAHCO. Sales to SAHCO for fiscal years 2007, 2006, and 2005 were approximately $94, $1,102, and $3,546,
respectively.

During fiscal year 2007, Ross Brown and John A. Tarello, who serve on the Board, received payments from
the Company of $216 and $200, respectively, for consulting services provided to the Company. During fiscal
year 2006, Ross Brown received payment of $40 from the Company for consulting services provided to the
Company.

During fiscal years 2007 and 2006, the Company received approximately $2 and $59, respectively, from
NeuroLogica Corp., of which Bernard M. Gordon, a member of the Board, is the Chief Executive Officer, related
primarily to certain contract manufacturing activities.

80




ANALOGIC CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Continued)
21. Subsequent events:

On September 24, 2007, the Company announced that its Board, on September 20, 2007, declared a
dividend of $0.10 per common share payable on October 18, 2007 to shareholders of record on October 4, 2007.
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Charged to  Additions
Balance at Profitand Charged Deductions Balance
Beginning Lass or to Other From at End of
Description of Period Income Accounts  Reserves  Recoveries  Period
Allowance for doubtful accounts
Year ended July 31,2007 ........... $1,017 $ 450 $— $ (40) $— $1.427
Year ended July 31,2006 ........... 1,973 (116) — {840) — 1,017
Year ended July 31,2005 ........... 2,130 371 — (528) — 1,973
Tax Valuation Tax Valuation
Allowance Allowance
Balanceat  Charged to Charged Credited to Balance
Beginning  Income Tax to Other Income Tax  at End of
Description of Period Provision Accounts Provision Period
Year ended July 31, 2007 income tax valuation
AOWANCE ..ot v et e ittt i ieae i erans $3,004 $ 808(A) $— $(38)XB) $3,864
Year ended July 31, 2006 income tax valuation
allowance ........ ...t 1,418 1,693(C) — (I7YD) 3,094
Year ended July 31, 2005 income tax valvation
allowance ...........ccoiiiiiiiiiias 1,249 16%E) — — 1,418
(A) Represents the increase in valuation allowance resulting from additional unused state tax credits.

(B)
©

Represents the decrease of the valuation allowance in Belgium.

Represents the increase in valuation allowance resulting from additional losses in Belgium and the
establishment of a valuation allowance for state tax credits.

(D) Represents the decrease of the valuation allowance in Singapore.
(E)

losses in Singapore,
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Appendix A to the Company’s Definitive Proxy
Statement dated December 15, 2003 for the
Company’s Annual Meeting of Stockholders
held January 16, 2004,

Exhibit 10.29 to the Company's Annual Report
on Form 10-K for the fiscal year ended July 31,
2004

Exhibit 10.30 to the Company’s Annual Report
on Form 10-K for the fiscal year ended July 31,
2004

Exhibit 10.31 to the Company’s Annual Report
on Form 10-K for the fi3scal year ended July 31,
2004




10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

21
23

Title

Incorporated by Reference to

2007 Stock Option Plan
2007 Restricted Stock Plan

Form of Stock Option Award Agreement for 2007
Stock Option Plan

Form of Restricted Stock Award Agreement for
2007 Restricted Stock Plan

Severance and Settlement Agreement and Release
between Analogic Corporation and John W. Wood
Jr. dated January 29, 2007

Letter Agreement between Analogic Corporation
and James Green, dated April 20, 2007, and
accepted and agreed to by Mr. Green on May 1,
2007

Form of Change of Control Agreement for Certain
Executive Officers at Analogic Corporation

Secondary sale of comsmon shares of Cedara
Software

Form of Indemnity Agreement for certain
Directors and Executive Officers of Analogic
Corporation

Stock Purchase Agreement dated as of
November 1, 2005, between Analogic Corporation
and Emageon Inc.

Analogic 401(k) Plan (January 1, 2007
Restatement)

Form of Restricted Stock Grant for Key Employee
Stock Bonus Plan dated March 14, 1983, as
amended on January 27, 1988

List of Subsidiaries

Consent of PricewaterhouseCoopers LLP
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EXPLANATORY NOTE

Analogic Corporation (the “Company”’) is filing this Amendment No. 1 on Form 10-K/A in order to amend
its Annual Report on Form 10-K for the fiscal year ended July 31, 2007 (which was filed on September 27, 2007)
to set forth the information required by items 10, 11, 12, 13 and 14 under Part 11l of Form 10-K, because a
definitive proxy statement containing such information will not be filed within 120 days after the end of the fiscal
year covered by the Company’s original Form 10-K filing. This Form 10-K/A amends Part Il and Item 15 of the
Company’s original Form 10-K filing only, and all other portions of the Company’s original Form 10-K filing
remain in effect and have not been updated to reflect the events and developments since the original
September 27, 2007 filing date. :




PARTIII
Item 10. Directors, Executive Officers and Corporate Governance
Directors and Executive Officers of the Company

The following table lists the director: of the Company as of November 28, 2007:

Expiration
Director of

Name éﬁ Since Term(1) Other Offices Held
M.RossBrown .................... . 73 1934 2008 —
Michael T.Modic .................. . 58 2001 2008 —
Edward F. Voboril ................. . 65 1990 2008 —

James J. Judge ........... ... .. .... . 51 2005 2009 —

Bruce W. Steinhauer ............... .74 1993 L2009 -
GeraldL. Wilson .................. . 68 1980 2009 —
Bernard M. Gordon .................. 80 1969 2010 —_

James W.Green ............. ... 49 2007 2010 President and Chief Executive Officer
FredB.Parks ....................... 60 2007 2010 —_
JohnA. Tarello . ...................... 76 1979 2010 —

(1} The Board of Directors is divided in.o three classes, each having a three-year term of office. The term of one
class expires each year. Directors hold office until the Annual Meeting of Stockholders held during the year
noted and uvntil their respective successors have been elected and qualified.

The following table lists the executive officers of the Company as of November 28, 2007:

Date Since
Office

Has Been
Name . : ) A_ge_ . Office Held Held
James W.Green ............ 49  President and Chief Executive Officer 2007
Edmund F. Becker,Jr. ....... 71  [Lixecutive Vice President and Chief Operating Officer 2005
John J. Millerick ............ 59 fenior Vice President, Chief Financial Officer, and Treasurer 2000
JohnI.Fry ........... e 46 Vice President, General Counsel, and Secretary 2007
Donald B. Melson .......... 56 Vice President and Corporate Controller 2006

Each such officer is elected for a term continuing until the first meeting of the Board of Directors following
the Annual Meeting of Stockholders, anc in the case of the President, Treasurer and Secretary, until their
successors are chosen and qualified; provided that the Board may remove any officer with or without cause.

There are no family relationships ariong any of the directors or executive officers of the Company.

Bernard M. Gordon was the Chairir an of the Board of the Company from 1969 to April 2004 and from
November 8, 2006 through the present, and was President from 1980 to 1995 and from October 2001 to April
2003. Mr. Gordon was Executive Chairnian of the Company from February 2002 to April 2004 and from
November 2006 to May 2007, in which capacity he served as the Chairman of the Board of the Company and as
its principal executive officer. Mr. Gordon served as “Advisor to the President” from May 21, 2007 through
July 31, 2007. Mr. Gordon was Chief Executive Officer fram 1973 to 2000 and from February 2002 to August
2003. Mr. Gordon is the Chairman of the: Board of Trustees of the Lahey Clinic. Mr. Gordon has been also the
Executive Chairman and the Chairman cf the Board of Directors of Neurologica Corp. since February 2005.
From February 2004 to Febreary 2003, hie was that company’s Chairman of the Board of Directors, and from
February 2004 to April 2006, he was its Chief Executive Officer. Neurologica Corp. develops and manufactures
imaging equipment for neurological scanning applications.

John A. Tarello retired from the Company in November 1999. Mr. Tarello was the Chairman of the Board
of the Company from April 2004 until M ovember 8, 2006, on which date he was appointed as Vice Chairman of
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the Board of the Company on an interim basis. Mr. Tarello was the Company’s Controller from May 1970 to July
1982, a Vice President of the Company from 1971 10 1980, a Senior Vice President from 1980 to 1999, and
Treasurer from 1985 to 1999,

M. Ross Brown retired from the Company in November 1999. Mr. Brown joined the Company in August
1984 and was responsible for managing its manufacturing operations.

Edward F. Voboril has served as Chairman of the Board of Greatbatch, Inc. of Clarence, New York, since
1997. He served as that company’s President and Chief Executive Officer from 1990 to August 2006. Greatbatch,
Inc. is a developer and manufacturer of power sources, wet tantalum capacitors, and precision engineered
components and sub-assemblies used in implantable medical devices.

Dr. Gerald L. Wilson is the former Dean of the School of Engineering at the Massachusetts Institute of
Technology (“MIT”) and the Vannevar Bush Professor of Engineering at MIT. Dr. Wilson has served on MIT’s
faculty since 1965 and currently serves as a Professor of Electrical and Mechanical Engineering. He is a trustee
of NSTAR Corporation and a director of Evergreen Solar, Inc.

Dr. Bruce W, Steinhauer is a Professor of Medicine at the University of Tennessee College of Medicine.
Dr. Steinhauer retired in November 2006 as President and Chief Executive Officer of The Regional Medical
Center at Memphis, where he had served in those capacities since 1998. From 1992 to 1998, he was the Chief
Executive Officer of the Lahey-Hitchcock Clinic. From 1988 to 1992, he was the Senior Vice President for
Medical Affairs and Chairman of the Board of Governors for the Medical Group Practice of the Henry Ford
Hospital.

Dr. Michael T. Modic has been the Chairman of the Division of Radiology at the Cleveland Clinic
Foundation in Cleveland, Ohio, since 1989, and has been on its Board of Governors since 2000. Dr. Modic also
has been a Professor of Radiology at The Ohio State University College of Medicine and Public Health since
1993.

James J. Judge has been the Senior Vice President, Chief Financial Officer, and Treasurer of NSTAR
Corporation, an energy delivery company, since 1999, Prior to that, he held a number of executive positions at
BEC Energy/Boston Edison.

Fred B. Parks, Ph.D., has been the Chairman of the Board and Chief Executive Officer of Urologix, Inc.
since May 2003. Urologix develops and markets non-surgical, catheter-based therapies that use a proprietary
technology for treatment of benign prostatic hyperplasia. Prior to joining Urologix, Mr. Parks was employed by
Philips Medical Systems-Cleveland {formerly Marconi Medical) from 1999 to 2003.

James W. Green joined the Company as President and Chief Executive Officer in May 2007, Mr. Green was
previously Regional Vice President, California Division, of Quest Diagnostics Incorporated, a leading provider
of diagnostic testing, information, and services, from April 2005 to May 2007. Before joining Quest Diagnostics
Incorporated, Mr. Green was Senior Vice President & General Manager of Computed Tomography for Philips
Medical Systems, a global leader in the business of developing, manufacturing, and marketing computed
tomography equipment used in medical imaging applications, from October 2001 to April 2005.

Edmund F. Becker, Jr. was appointed Executive Vice President and Chief Operating Officer in November
2005, Dr. Becker was appointed President and Chief Operating Officer in November 2006. Dr. Becker was
appointed Analogic’s Executive Vice President and Chief Operating Officer in May 2007. Dr. Becker has been
an employee of Analogic since 1977. Serving many years as Vice President and General Manager of the Medical
Imaging Components Division, until July 2004 Dr. Becker headed Analogic’s medical imaging subsystems
business as Analogic developed into the world’s leading supplier of subsystems to original equipment
manufacturers in the emerging field of diagnostic medical imaging.
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John J. Millerick joined the Company as Senior Vice President, Chief Financial Officer, and Treasurer in
January 2000. Mr. Millerick was previously 3enior Vice President and Chief Financial Officer of CalComp
Technology Inc., a manufacturer of compute: technology and peripherals, from 1996 to 1999. Before joining
CalComp Technology, Inc., Mr. Millerick was Vice President-Finance of the Personal Computer Unit of Digital
Equipment Corporation, a computer manufacturer, from 1994 to 1995. Before joining Digital Equipment
Corporation, Mr. Millerick served in several management positions at Wang Laboratories, leaving as Vice
President-Corporate Controtler and Acting Chief Financial Officer.

John J. Fry joined the Company as Vice President, General Counsel, and Secretary on November 26, 2007,
From April 2005 until joining the company, Mr. Fry was a principal of the law firm Driggs, Hogg & Fry Co.,
L.P.A. (formerly Driggs, Lucas, Brubaker & Hogg Co., L.P.A.), where his practice focused primarily on
technology and intellectual property law. From August 1995 to April 2005, he held various legal positions at
Philips Medica! Systems (formerly Marconi Medical Systems and Picker International), including Senior
Corporate Counsel and Intellectual Property Manager and counsel to Philips’ computed tomography business.

Donald B. Melson joined the Company as Vice Prestdent—Corporate Controller in March 2006.
Mr. Melson was previously Vice President end Corporate Controller of Millipore Corporation, a publicly held
global manufacturer of products and services for biopharmaceutical manufacturing and life science laboratories,
from 2000 to 2006. Prior to this position, M :. Melson held a number of financial management positions in
Millipore Corporation and W. R. Grace & Co.

Section 16(a) Beneficial Ownership Repo:-ting Compliance

Section 16(a) of the Securities Exchangre Act of 1934, as amended (the “Exchange Act”), requires the
Company’s directors, executive officers anc. holders of more than 10% of a registered class of its equity
securities to file with the SEC initial reports of ownership of the Company equity securities on a Form 3 and
reports of changes in such ownership on a Form 4 or Form 5. Officers, directors and 10% shareholders are
required by SEC regulations to furnish the (Company with copies of all Section 16{a) forms they file.

Based salely on its review of copies of such filings by the Company’s directors and executive officers and
10% stockholders or written representation from certain of those persons, the Company believes that all filings
required to be made by those persons durin 2 the fiscal year ended July 31, 2007 were timely made.

Audit Committee .

The Company has an Audit Committe: that was established in accordance with Section 3(a){58)(A) of the
Exchange Act. The members of the Audit ((ommittee of the Board of Directors are James J. Judge, Chairman,
Bruce W. Steinhauer, Edward F. Voboril, and Gerald L. Wilson. The Board of Directors has determined that all
of the members of the Audit Committee arc: independent as defined under applicable NASDAQ rules and Rule
10A-3 under the Exchange Act. The Company has determined that Mr. Judge is an “audit committee financial
expert” (as defined by the SEC).

Code of Ethics

The Company has adopted a written Code of Business Conduct and Ethics that applies to the Company’s
directors, officers, and employees, including its principal executive officer, principal operating officer, principal
financial officer, principal accounting officer or controller, or persons performing similar functions. The
Company intends to post on its website all disclosures that are required by law or the NASDAQ’s listing
standards concerning any amendments to, or waivers of, any provision of the Company’s Code of Business
Conduct and Ethics.

Recommendation of Nominees to Board of Directors

There have been no material changes to the procedures by which security holders may recommend
nominees to the Company’s Board of Directors since the publication of those procedures in the Company’s
Proxy Statement dated December 22, 2000 for its 2007 Annual Meeting of Stockholders.
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Item 11. Executive Compensation
COMPENSATION DISCUSSION AND ANALYSIS

The Compensation Committee of the Company’s Board of Direttors oversees our executive compensation
program. In this role, the Compensation Committee annually reviews and approves all compensation decisions
relating to our executive officers.

Objectives and Philosophy of Our Executive Compensation Program
The primary objectives of the Compensation Committee with respect to executive compensation are to:
a) attract, retain and motivate the best possible executive talent;
b) ensure executive compensation is aligned with our corporate strategies and business objectives;

¢} promote the achievement of key strategic and financial performance measures by linking short- and
long-term cash and equity incentives to the achievement of measurable corporate and individual
performance goals; and ‘

d) align executives” incentives with the creation of stockholder value.

To achieve these objectives, the Compensation Committee has regularly evaluated the Company’s executive
compensation program with the goal of setting compensation at levels the Compensation Committee believes are
necessary to allow us to compete for executive talent with other companies in our industry and region. Further,
the Company’s executive compensation program has tied a substantial portion of each executive’s overall
compensation to the achievement of key strategic, financial and operational goals such as profit from operations.
Finally, the Company has provided a portion of our executive compensation in the form of stock options and
restricted stock grants that vest over time, which the Company believes helps to retain its executives and aligns
their interests with those of its stockholders by allowing them to participate in the longer term success of the
Company as reflected in stock price appreciation.

In making compensation decisions for the fiscal year ended July 31, 2007 (“fiscal 2007), the Compensation
Committee engaged the services of Watson Wyatt, independent compensation consultants, to compare our
executive compensation against that paid by a peer group of publicly traded companies in the technology
industry. This peer group, which is periodically reviewed and updated by the Compensation Committee, consists
of companies the Compensation Committee believes are generally comparable to the Company or against which
the Compensation Committee believes we compete for executive talent. The companies included in this peer
group were: AMIS Holdings Inc.; Analog Devices Inc.; BEI Technologies Inc.; Credence Systems Corp.; Cirrus
Logic Inc.; and Mercury Computer Systems, Inc.

The Compensation Committee has generally targeted overall compensation for executives to be competitive
with compensation paid to similarly situated executives of the companies in its peer group, Variations to this
general target could occur as dictated by the experience level of the individual, market factors and performance.
In fiscal 2007, the overall compensation was set in the bottom quartile of the Company’s peer group based upon
the financial performance of the Company for the previous fiscal year.

For the fiscal year ending July 31, 2008 (“fiscal 2008™), the Compensation Committee engaged the services
of Watson Wyatt to assist the Company in defining an updated peer group of companies and colléct relevant
market data from those companies. This information was used to determine appropriate mix of long-term
incentive vehicles and to link the achievement of key strategic and financial performance measures to short and
long term awards. The following 15 companies are included in the updated peer group: American Science and
Engineering, Inc.; AnthroCare Corp.; Bruker Biosciences Corp.; Cognex Corp.; Datascope Corp.; ev3, Inc; FEL
Co.; GSI Group, Inc.; Haemonetics Corp.; Hologic, Inc.; Mercury Computer Systems, inc.; Micrel, Inc.;
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OmniVision Tech, inc.; OSI Systems, Inc.; and Photronics, Inc. With information from these companies as weill
as survey data provided by Watson Wyatt, “he Compensation Committee approved the fiscal 2008 annual
incentive cash bonus plans and the performance contingent restricted stock awards. The target award levels for
each of these incentive compensation progiams generally approximate the median market values in our peer
group for each of the eligible positions in the plans,

Components of our Executive Compensation l"rogram
The primary elements of our fiscal 2017 executive compensation program were:
a) Dbase salary;
b) executive annual incentive cash bonus plan;
c} discretionary cash bonuses;
d) stock option and restricted stock awards;
e) employee benefits and other com pensation; and

f)  severance and change-of-control benefits.

For fiscal 2007, the Company did not have any formal or informal policy or target for allocating
compensation between long-term and shor:-term compensation, between cash and non-cash compensation or
among the different forms of non-cash conipensation. Instead, the Compensation Committee, after reviewing
information provided by Watson Wyatt, determined what it believed to be the appropriate level and mix of the
various compensation components.

Base Salary

Base salary is used to recognize the experience, skills, knowledge and responsibilities required of all our
employees, including our executives. When establishing executive base salaries for fiscal 2007, the
Compensation Committee considered the ;urvey data of compensation in the peer group, as well as a variety of
other factors, including the seniority and perfermance of the individual, the level of the individual’s
responsibility, the ability to replace the individual, the base salary of the individual at his prior employment, if
applicable, the number of well qualified candidates to assume the individual’s role, and the financial performance
of the Company in the past year. Generall, the Company believes that executive base salaries should be
competitive with salaries for executives in similar positions at comparable companies.

Base salaries are reviewed at least annually by our Compensation Committee, and are adjusted from time to
tirne to realign salaries with market levels after taking into account individual responsibilities, individual
performance and experience, and the perfurmance of the Company. Base salaries for the Company’s executive
officers (other than the chief executive officer (the “CEQ™)) are set by the Compensation Committee, based on
the recommendation of the CEO. The ranye of base salary increases for our executive officers (other than the
CEO) for fiscal 2007 from fiscal 2006 was 0% to approximately 8%.

The base salary for the CEO was recommended by the Compensation Committee and ratified by our Board.
In November 2006, John W. Wood Jr. resigned as President of the Company and was temporarily replaced as its
principal executive officer by Bernard M. Gordon, a member of the Company’s Board. In May 2007, James W,
Green was appointed as President and CEO of the Company, replacing Mr. Gordon as the Company’s principal
executive officer, in which capacity Mr. Gordon had acted as its Executive Chairman. As Executive Chairman,
Mr, Gordon also served as the Chairman of the Board, in which capacity he continues to serve, Mr., Wood’s
annualized salary for fiscal 2007 remained the same as fiscal 2006 due primarily to the historical financial
performance of the Company. Mr. Gordo.a’s compensation at the annualized rate of $350,000 per year while
serving as the Company’s principal exect tive officer from November 8, 2006 to May 20, 2007 and then as
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“Advisor to the President” from May 21, 2007 through July 31, 2007 was determined by the Compensation
Committee based upon Mr. Gordon's previous performance as the CEO of the Company. Mr. Green’s annualized
base salary of $450,000 for the remainder of fiscal 2007 and for all of fiscal year 2008 is based upon his
employment agreement with the Company, which was set by the Compensation Committee after taking into
account the survey data of compensation for CEQs in the peer group, the level of responsibility, the base salary at
his prior employment, and the number of well qualified candidates to assume the CEO role.

In fiscal 2008, the Compensation Committee charter was amended to authorize the Compensation
Commiitee to review and approve the compensation of the Company’s CEO, in addition to its existing authority
to review and approve the compensation of our other officers.

Executive Annual Incentive Cash Bonus Plan

For fiscal 2007, the Company provided an executive annual cash incentive bonus plan payment for all of its
executives, except for the CEQ, the Chief Operating Officer (the “C0OQ"), and its Vice President, General
Counsel, and Corporation Secretary. This plan was intended to compensate executives for the achievement of
both a corporate performance target and individual performance objectives. Each executive officer’s annual
bonus target was determined based on position, title, responsibilities, and total target cash compensation. The
corporate performance target and the individual objectives were given equal weight in the bonus calculation. The
corporate performance target generally conformed to the financial metrics contained in the internal business plan
adopted by the Board of Directors (the “Board”) relating to an adjusted diluted earnings per share target. To
receive a payment under this plan, a minimum adjusted diluted earnings per share target must have been
achieved, The adjusted diluted earnings per share for fiscal 2007 was calculated by excluding interest income,
profit realized from the operation of the hotel, and asset impairment charges from the fiscal 2007 diluted earnings
per share. The greater the amount of the adjusted diluted earnings per share, the greater the amount was available
for distribution under the corporate target portion of the plan. The corporate performance target is based on
adjusted diluted earnings per share and was set by the Compensation Committee to be reasonably likely of being
attained, though it was by no means certain of being attained. Individual objectives were tied to the employee’s
area of expertise and his performance in attaining those objectives. The maximum that could have been paid out
under this plan was 150% of the original targeted award. The Compensation Committee approved the corporate
financial target, the individual performance goals for each executive, the weighting of various goals for each
executive, and the formula for determining potential bonus amounts based on achievement of those goals.

Target bonuses for the executive officers included in the fiscal 2007 plan were approved by the
Compensation Committee, based on the recommendation of the COO. Target bonuses for the participating
executive officers ranged between approximately 5% and approximately 16% of base salary for fiscal 2007. Of
these target bonuses, 50% was tied to a corporate performance target, with the remaining 50% in each case tied
to individual objectives.

Individual objectives for our executive officers included in the fiscal 2007 plan were recommended by the
COO after consultation with the affected executive officers. The Compensation Committee worked with the
COO to develop corporate and individual goals that they believed could be reasonably achieved during fiscal
2007. At the end of fiscal 2007, the COO measured individual achievement for an executive officer by
comparing actual performance of the executive to the previously-established goals. At the end of fiscal 2007, the
COO reported to the Compensation Committee on the achievement of individual objectives for executive
officers’ in this plan, and the Compensation Committee approved the payout of the individual objective bonuses
to the executive officers, based on the COO’s recommendation. Individual objectives for fiscal 2007 generally
retated to operating results, continuous improvement initiatives, and talent development.

For fiscal 2008, the Company adopted a new executive annual incentive cash bonus plan. The fiscal 2008
plan is based on the achievement of revenue and adjusted diluted earnings per share targets. Under this plan, the
executive officers have been given a target award and have the opportunity to earn a maximum of two times the
target. Any amount paid under this plan that is above the target award will be paid with 50% cash and 50%
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restricted stock that will vest over a period of two years, The corporate performance targets were set by the
Compensation Commitiee 1o be reasonably likely of being altained, though it was by no means certain of being
attained. Based on Mr. Green’s employmem agreement, his target bonus for fiscal year 2008 is guaranteed at
65% of his base salary, or $292,500.

Discretionary Cash Bonuses

The Company’s Compensation Committee may from time to time approve discretionary cash bonuses to its
executive officers. During fiscal 2007, a dis:retionary cash bonus of $300,000 was paid to Mr. Gordon for his
performance as the Company’s principal ex:cutive officer from November 8, 2006 through May 20, 2007.
Further, discretionary cash bonuses of $250.000 and $20,000 were paid to Dr. Becker and Alex A. Van Adzin
(the Company’s former Vice President and :Jeneral Counsel), respectively, for the Company’s and each’s
individuat performance during fiscal 2007. =inally, a discretionary bonus of $1,500 was paid to Mr. Melsen in
addition to the amount he received under th:: executive annual cash incentive bonus plan in recognition for
individual performance during fiscal 2007 r ot contemplated in that plan.

In certain circumstances, the Company sometimes awards new employees guaranteed bonuses, which are
paid to the employee after completing one year of service. During fiscal 2007, the Company paid $25,000 to
Mr. Melson for his guaranteed bonus after he completed one year of service.

Stock Option and Restricted Stock Awards

Our equity award program has been thz primary vehicle for offering long-term incentives to our executives.
The Company believes that equity grants piovide its executives with a strong link to its long-term performance,
create an ownership culture and help to align the interests of the Company’s executives and its stockholders. In
addition, the vesting feature of its equity grants should further its goal of executive retention because this feature
provides an incentive to the Company’s exccutives to remain in its employment during the vesting period. All
grants of options and restricted stock to the Company’s executives are approved by the Compensation
Committee. In determining the size of equiy grants awarded to the Company’s executives, the Compensation
Committee considers company-level performance, the applicable executive’s performance, the amount of equity
previously awarded to the executive, the vesting of such awards and the recommendations of management and
Watson Wyatt. The Company does not have any equity ownership guidelines for our executives. The
Compensation Committee did not grant anv time-based stock options or restricted stock awards to any of the
Company’s executive officers during fiscal 2007 due to the financial performance of the Company for the
previous fiscal year, except for those granted to the Mr. Green and Mr, Melson as part of their employment
agreements

Stock awards to the Company’s exect tives have been typically granted annually in conjunction with the
review of their individual performance at the regularly scheduled meeting of the Compensation Committee held
in the first quarter of each year. During fisi:al 2007, there were no stock options or restricted stock granted to
executives of the Company as part of an arnual grant. The only stock options and restricted stock granted by the
Compensation Committee in fiscal 2007 were to new employees.

Stock options grants have a seven-ye:r term and vest at a rate of 25% per year, beginning on the second
anniversary of the grant date, and are subject to the executive’s continued employment. Vesting and exercise
rights cease shortly after termination of emiployment except in the case of death or disability. Prior to the exercise
of an option, the holder has no rights as a «tockholder with respect to the shares subject 1o such option, including
voting rights and the right to receive dividends or dividend equivalents,

For fiscal 2007, restricted stock awards were time-based, vesting at a rate of 25% per year, beginning on the
third anniversary of the date of the grant. Because such shares have a built-in value at the time the grants are
made, the Company generally grants significantly fewer shares of restricted stock than the number of stock
options the Company would grant for a siinilar purpose.




Based upon the Watson Wyatt study prepared for fiscal 2008, the Compensation Committee granted
performance contingent restricted stock awards to its executive officers on October 26, 2007. The annual
aggregate value of these awards was set near median levels for companies in its compensation peer group.
Achievement of certain growth targets in Company earnings per share over the three year period ending luly 31,
2010 will result in the vesting of the restricted shares based on a predefined formula. The table below
summarizes the performance contingent restricted stock awards granted to the Company’s executive officers in
October 2007:

. Target Maximum
Name . ) Awards(1) Awards
James W, Green(2) . ... o e 7,500 15,000
Edmund F. Becker, Jr. ... i e e 6,000 12,000
John . Millerick .. ... ... i e e 3,200 6,400
Alex A, Van AdzZin .. ... e e e 2,000 4,000
Donald B. MelSon . ... ittt it ittt n e et 2,000 4,000

(1) These restricted stock awards are performance-based. The measurement period for the shares to be earned is
August 1, 2007 through July 31, 2010 and all shares earned based on achievement of the performance goals
will cliff-vest at the end of the measurement period. The number of shares to be earned at the end of the
three year period will be determined based on the achievement of a compounded adjusted earnings per share
growth percentage.

(2) Mr. Green’s maximum performance contingent restricted stock award for fiscal 2008 was set at 5,000 shares
by his employment contract. Also, by contract he received 50,000 time-based stock options, which were
granted on May 21, 2007. On October 26, 2007, the Compensation Committee, with Mr. Green’s consent,
cancelled 15,000 time-based stock options and granted a performance contingent restricted stock award for a
maximum of 15,000 shares, which has a target of 7,500 shares, to ensure that Mr. Green’s incentive '
compensation structure was consistent with those of the other executive officers. Had the Compensation
Committee left the option grant in place, it would have granted Mr. Green a performance contingent
restricted stock award for a maximum of 5,000 shares and a target of 2,500 shares. In that circumstance,

Mr. Green would have had less direct financial incentive than his direct reports to achieve the relevant
performance goal for the 2008 performance contingent restricted stock awards.

Employee Benefits and Other Compensation

We maintain broad-based benefits that are provided to all employees, including health and dental insurance,
life and disability insurance and a 401(k) plan with discretionary profit sharing contributions. Executives are
eligible to participate in all of our employee benefit plans, in each case on the same basis as other employees.

During fiscal 2007, the Company provided other compensation to its named executive officers in the
following forms:

+  perquisites ~ Per his employment agreement, Mr. Green receives an annual allowance of $20,000, paid
quarterly, for use in connection with customary perquisites, such as automobile and financial planning
expenses.

«  severance — In return for Mr. Wood’s execution of his Severance and Settlement Agreement and
Release (the “Severance Agreement’™), he received a single lump sum payment of $203,000, which
represents six months of his annualized fiscal 2007 base salary. As part of the Severance Agreement,
Mr. Wood also received health and dental coverage for a period of 12 months from his resignation date,
which had a cost to the Company of $18,000.

«  profit sharing contributions — During fiscal 2007, the Company made a profit sharing contribution of
$1,471,000, which is allocated to each U.S.-based employee of the Company based upon a point
system taking into consideration base salary, age, and length of service.
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» relocation costs and related tax gross-ups — As a term of Mr. Greén’s employment agreement, the
Company paid for his relocation costs, grossed-up for tax purposes.

. »  consulting fees — The Company ‘will pay Mr. Wood $561,400 for consulting services to be provided to
the Company on an as needed basis from January 1, 2007 through June 30, 2009. The $561,400 was
determined based on the approximate value of Mr, Wood’s unvested time-based restricted stock grants,
which were cancelled upon his retirement.

e director fees — During fiscal 2007, Mr. Gordon, the Company’s Chairman of the Board, was a
non-employee director from August 1, 2006 through November 7, 2006. He received compensation in
the amount of $42,333 for service as a director and as Chairman of the'Board in fiscal 2007, $27,083 of
which he received while serving as Executive Chairman of the Company from November 8, 2006 to
May 20, 2007, in which capacity he served as principal executive officer of the Company, and as an
employee of the Company with the title “Advisor to the President” from May 21, 2007 through July 31,
2007. . '

Severance and Change-of-Control Bene'its

Pursuant to an employment agreement between the Company and its current CEO and its current Vice
President, General Counsel, and Corporate Secretary and Change of Controt Agreements between the Company
and its CFO and former Vice President, Ge:neral Counsel, and Corporate Secretary, as well as in the Company’s
Severance Plan for Management Employe:s, Key Employee Stock Bonus Plan (as amended on January 27,
1988), Key Employee Stock Bonus Plan {i.s amended on March 11, 2003), the 2007 Restricted Stock Plan, and
the 2007 Stock Option Plan, the Company's executives are entitled to specified benefits in the event of the
termination of their employment under spe cified circumstances, including termination following a change of
control of the Company. The Company has provided more detailed information about these benefits for its
Named Executive Officers (as defined below), along with estimates of their value under various circumstances,
under the caption “Potential Payments upcn Termination or Change of Control” in this Item.

The Company believes that providing these benefits helps it compete for executive talent. After reviewing
the practices of companies represented in the compensation peer group, the Company believes that our severance
and change of control benefits are generally in line with severance packages offered to executives by the
companies in the peer group.

The Company’s practice in the case ¢f change-of-control benefits has been to structure these as “double
trigger” benefits. In other words, the chanpte of control does not itself trigger benefits; rather, benefits are paid
only if the employment of the executive is terminated during a specified period after the change of control. The
Company believes a “double trigger” benefit maximizes shareholder value because it prevents an unintended
windfall to executives in the event of a fricndly change of control, while still providing them appropriate
incentives to cooperate in negotiating any change of control in which they believe they may lose their jobs.

Tax Considerations

Section 162(m) of the Internal Revenue Code of 1986, as amended, generally disallows a tax deduction for
compensation in excess of $1,000,000 paiil to the Company’s CEO and four other most highly paid executive
officers. Qualifying performance-based ccmpensation is not subject to the deduction limitation if specified
requirements are met. Although the Company does not believe that the limitations of Section 162(m) have a
malterial impact on the Company at the current compensation levels, the Company periodically reviews the
potential consequences of Section 162(m) and generally intends to structure the equity-based portion of our
executive compensation, where feasible, 1 comply with exemptions in Section 162(m) so that the compensation
would remain tax deductible to the Comp:ny. However, the Compensation Committee may, in its judgment,
authorize compensation payments that do not comply with the exemptions in Section 162(m) when it believes
that such payments are appropriate to attr: ¢t and retain executive talent.
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COMPENSATION COMMITTEE INTERLOCKS AND INSIDER PARTICIPATION

The members of the Compensation Committee of the Company’s Board during fiscal 2007 were Dr. Wilson,
Chairman, Dr. Modic, Mr. Tarello, Dr. Steinhauer, and Mr. Voboril. Mr. Tarello resigned from the Compensation
Committee as of June 22, 2007. No executive officer of the Company has served as a director or member of the
compensation committee of any other company whose executive officers, or any of them, serve as a member of
the Company's Board or Compensation Committee. During fiscal 2007, Mr. Tarello received $219,500 from the
Company for consulting services.

COMPENSATION COMMITTEE REPORT

The Compensation Committee of the Company has reviewed and discussed the foregoing Compensation
Discussion and Analysis required by Item 402(b) of Regulation S-K with management. Based on such review
and discussions, the Compensation Committec recommended to the Board that the Compensation Discussion and
Analysis be included in the Company’s Annual Report on Form 10-K for the year ended July 31, 2007 and in the
proxy statement relating to the Company’s 2007 Annual Meeting of Stockholders.

COMPENSATION COMMITTEE
Gerald L. Wilson, Chairman
Michael T. Modic

Fred B. Parks

Bruce W. Steinhaner

Edward F. Voboril




COMPENSATION OF EXECUTIVE OFFICERS

Summary Compensation Table

The table below summarizes the compensation information for fiscal 2007 in respect of the Company’s
chief executive officer, chief financial officer, and its three additional most highly compensated executive
officers during fiscal 2007 (the “Named Executive Officers”™).

Non-Equity
Incentive
Stock Option Plan All Other
Salary Bom s(1) Awards(29) Awards(3)(9) Compensation(4) Compensation(5) Total

Name and Principal Position ~ Year (8} ) % $) %) ($) 4]
JohnW. WoodJr. ............ 2007 210,257 — (187,795) 10,050 —_ 330,693 363.245

Chief Executive Officer(6) '
Bemard M. Gordon ........... 2007 271,247 300,200 — 24,021 — 345,490 940,758

Principal Executive '

Officer(7)
James W, Green.............. 2007 77,885 — 25,143 42,332 — 191,359 336,719

President and Chief

Executive Officer(8)
Edmund F. Becker, Jr. .. ....... 2007 350,000 250.000 40,833 9,159 _— 3,157 653,149

Executive Vice President .
and Chief Operating Officer

John J. Millerick ............. 2007 250,000 — 81,666 —_ 56,200 2.638 390,504
Senior Vice President, Chief
Financial Officer, and
Treasurer -

Alex A. Van Adzin ........... 2007 202,404 20000 50,654 22,219 — 2,422 297.699
Vice President, General
Counsel, and Secretary(10)

Donald B. Melson ... ........ 2007 200,000 26500 37.652 15,756 15,000 2.508 207,416
Vice President — Corporate
Controller

(1) This column represents discretionary bonuses as discussed on page 8 of this Form 10-K/A.

(2) This column represents the dollar amount we recognized as expense for financial statement reporting
purposes with respect tofiscal 2007 related to restricted stock awards in accordance with Statement of
Financial Accounting Standards (“SFAS.”) No. 123(R), “Share-Based Payment”, disregarding the estimate
for forfeitures, and thus includes amounts for restricted stock awards granted in fiscal 2007 as well as prior
years. Additional information can be found in Note 3 to the consolidated financial statements included in the
Company’s Annual Report on Form 10-K for fiscal 2007. The negative amount for Mr. Wood is due the
reversal of expense recognized in prior fiscal years due to his forfeiture of 20,000 shares upon his retirement
in December 2006.

(3) This column represents the dollar amou.1t we recognized as expense for financial statement reporting
purposes with respect to fiscal 2007 rel: ted to stock option awards in accordance with SFAS No. 123(R),
disregarding the estimate for forfeitures. and thus includes amounts for stock option awards granted in fiscal
2007 as well as prior fiscal years. Additional information can be found in Note 3 to the consolidated
financial statements included in the Corapany’s Annual Report on Form 10-K for fiscal 2007,

(4) This column represents incentive compensation earned for fiscal 2007 under the Company’s executive
annual incentive cash bonus plan, whicl is described on pages 7 and 8 of this Form 10-K/A.

(5) Please see the All Other Compensation table below.

(6) Mr. Wood served as the Company's Chief Executive Officer from August 1, 2006 through December 31,
2006.
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(7) Mr. Gordon, in his capacity as Executive Chairman, served as the Company’s principal executive officer
from November 8, 2006 through May 20, 2007. He then served as an employee with the title “Advisor to the
Presidemt” from May 21, 2007 through July 31, 2007. While serving as the Company’s principal executive
officer and as “Advisor to the President”, Mr. Gordon received compensation of $271,247, which was based
on an annual salary of $350,000. : '

(8) Mr. Green began serving as the Comi)e‘my’s Chief Executive Ofﬁcer on May 21, 2007.

(9) No stock options or restricted stock awards were granted in fiscal 2007 to the Named Executive Officers
other than those issued Mr. Green and Mr. Melson as part of their employment agreements,

(10) Mr. Van Adzin resigned as an executive officer as of November 21, 2007.

All Other Compensation from Summary Compeilsation Table

The following table summarizes the information included in the All Other Corripensation column in the
Summary Compensation Table.

Tax

Profit Sharing Relocation  Gross

Contributions Perquisites Costs(1)..  Ups(2) Severance(3) Other(4) Total
Name %) - (%) L] %) (3 (%) 6]
John W. WoodIr. .......... — —_ — —_ 213,500 127,693 341,193
Bernard M. Gordon ......... 3,157 — — — — 7 342,333 345,490
James W.Green............ — 5,000 136,460 49,899 — — 191,359
Edmund F. Becker, Jr. ....... 3,157 — — — —_ — 3,157
John J. Millerick ........... 2,638 — — — — — 2,638
Alex A. Van Adzin ......... 2,422 — — — — — 2,422
Donald B.Melson .......... 2,508 — _ — _ — 2,508

(1) This column represents the relocation costs for Mr. Green discussed on page 9 of this Form 10-K/A.
(2) This column represents the tax gross-ups for Mr. Green’s relocation costs, '
(3) This column represents severance payﬁlents to Mr. Wood discussed on page 9 of this Form 10-K/A.

{4y This column represents consulting fees paid to Mr. Wood afier his retirement as CEO, director fees paid to
Mr. Gordon of $42,333, and a special payment of $300,000 to Mr. Gordon for past services provided to the
Company. The consulting fees paid to Mr. Wood and the director fees pa1d to Mr. Gordon are discussed in
further detail on page 9 of this Form 10-K/A.
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Option Exercises and Stock Vested

The following table provides information regarding options and stock awards exercised and vested,
respectively, for the Named Executive Officers during fiscal 2007.

Option Awards Stock Awards
Number «f Shares
Acquired on Value Realized Number of Shares Value Realized on

Name Exercise (#) Upen Exercise ($)(1)  Acquired on Vesting (#) Vesting ($)(2)
JohnW. WoodJr. ............. 3,246 28,792 — —_
Bemard M. Gordon ............ 5,600 107,725 —_ —
James W.Green .............. -— —_ — —_
Edmund F. Becker, Jr. . ......... —— — 1,250 86,925
JohnJ. Millerick .............. - — 2,500 173,850
Alex A, Van Adzin ............ ~ 3,000 96,950 1,250 69,650

Donald B.Melson ............. -— — — —

(1) Represents the difference between the exercise price and the fair market value of the Common Stock on the
date of exercise for each option.

(2) Represents the fair market value of the Common Stock on the applicable vesting date, multiplied by the
number of shares of restricted stock that vested on that date.

Potential Payments Upon Termination or Change of Control

On May 21, 2007, the Company entered into a change of control agreement (“Change of Control
Agreement™), with both Mr. Millerick and Mr. Van Adzin. The Change of Control Agreement provides, in
summary, that if, during a period of twelve months after a qualifying change in control, the Company shall
terminate the executive’s employment other *han for “Cause” and not by reason of the executive’s disability, or
the executive shall terminate his employmen'. for good reason, the Company shall pay to the executive the
aggregate of the following amounts, such amounts to be payable by the Company in a lamp sum in cash within
thirty days after the date of termination: (a) all accrued obligations; (b) the sum of (i} the executive's annual base
salary, and (i) any annual bonus to which the executive is entitled under the Company’s then existing incentive
plan; and (c) up to $25,000 for executive outslacement services utilized by the executive. The Change of Control
Agreement obligates the Company in certain circumstances to continue, for twelve months or longer, certain
benefits to the Executive and, where applicable, the Executive’s family.

On May 1, 2007, the Company entered into an employment agreement with Mr. Green. The employment
agreement provides that if, doring the employment period, the Company shall terminate Mr. Green's
employment other than for “cause”, the Company shall pay him twelve months of salary paid on a bi-weekly
basis , a lump payment equal to his target bonus, and accelerate the vesting of stock options and restricted stock
as follows:

«  aportion of the 5,000 shares of peyformance-based restricted stock granted as part of this agreement
based on his service completed

«  50% of the unvested time-based stack options from his initial grant of 15,000 options granted as part of
this agreement, which were cancelled by the Compensation Committee in October 2007 and replaced
with a target performance contingent restricted stock award of 5,000 shares.

«  50% of his unvested time-based restricted stock from his onte-time ¢quity grant as part of this
agreement.

+  100% of his unvested time-based stock options from his one-time equity grant as part of this
agreement.

17




Mr. Green’s agreement also entitles-him to the following change-in-control benefits in the event his
employment is terminated without cause within twenty-four months following a change in control:

*  Two times base salary pius the greater of the target or the three year average bonus

*  Pro-rata bonus, equal to the greater of target or actual to the extent determinable, for the year of
termination

* Benefit continuation for twenty-four months '
+  Acceleration of all unvested equity awards

«  If excise taxes are imposed, he will be eligible for a tax gross up but only if the termination benefits
exceed the safe harbor by the greater of $50,000 or 10%; otherwise, his benefits will be reduced only if
this results in a better after-tax position for Mr. Green.

Further, the Company has two severance plans, one of which is for management and the other for
non-management employees. The plan for management employees covers the President and CEQ, designated
corporate officers, and other designated officers. Partncnpants in the management plan are entitled to receive
severance benefits as follows:

*  For the President and CEO, as well as other management employees reporting directly to the President
and CEO, the employee receives a severance benefit of compensation and health and life insurance
coverage equal to two weeks for each complete year of service, which may not be less than six months
nor more than one year.

*  For all other management employees, the employee receives a severance benefit of compensation and
health and life insurance coverage equal to two weeks for each complete year of service, which may
. not be less than two weeks nor more than one year.

Additionally, while not part of either severance plan, the Corﬂpany has a practice of providing all employees
over the age of forty with four weeks of additional severance benefits in addition to what they receive under the '
applicable severance plan.

Lastly, upon a qualifying cﬁange—in—cont;ol, any unvested restricted stock granted under the Company’s Key
Employee Stock Bonus Plan (as amended on January 27, 1988), Key Employee Stock Bonus Plan (as amended
on March 11, 2003), and the 2007 ,Resn-ict'ed_Stock Plan will become immediately vested. Further, any unvested
stock options granted under the Company’s 2007 Stock Option Plan will become immediately vested and
exercisable upon a qualifying change-in-control.

The tables below reflect the compensation and benefits due to each Named Executive Officer upon an
involuntary termination other than for cause, and a termination following a change of control without cause or by
the executive officer for good reason. The amounts shown assume that each termination of employment was
effective as of July 31, 2007. The value of accelerated stock options was calculated by multiplying the number of
accelerated options by the difference between the exercise price and the closing stock price of our Common
Stock as of July:31, 2007, which was $66.39. The value of accelerated restricted stock was calculated by
multiplying the number of accelerated shares by the closing price of our Common Stock as of July 31, 2007. The
amounts shown in the table are estimates of the amounts which would be paid upon termination of employment.
The actual amounts to be paid can only be determined at the time of the termination of employment.
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James W. Green

(1

@

Edmund F. Becker, Jr. '

Termination Without Cause

.l Involuntary or With Good Reason
, Termination Following a Change in
without Cause Control
Element (t3] 5
Incremental Benefits Pursuant to Termination Event
Cash Severance .
Basesalary .......... Te e e e e e 450,000 900,000
Annual Incentive PlanBonus . ................... 292,500 292,500
Benefits and perquisites . ..
Health and Welfare Benefit Continuation .. ......... _ — 27,500
Excise Tax Gross-Up ........ .. i, —_ 7 12,.891 ,
Long-term Incentives o
In-the-Money Value of Accelerated Stock Options . . . 71,825(1) - 84,500(1)
Value of Accelerated Restricted Stock ............. 497,925(2) \ 993,850(2)
Total Value: Incremental Benefits .. ................ 1,312,250 3,013,241
On October 26, 2007, the Compensation Committee cancelled stock options for 15,000 shares with

Mr. Green's consent and issued a performance-contingent restricted stock award with a target of 7,500
shares, of which 5,000 shares were in tt e place of the cancelled options in order to align his compensation
structure with the other Named Executi ve Officers. Mr. Green will have the ability to earn up to 15,000
shares under this award. The portion of the 15,000 time-based stock options that could have vested as
originaily contemplated have been included in this amount because they had not been cancelled as of

July 31, 2007. For further information cn this award modification, see page 9 of this Form 10-K/A.

As part of Mr. Green’s employment agieement, the Company was obligated to grant him a performance-
based restricted stock award for a maxinum of 5,000 shares. On October 26, 2007, the Compensatlon
Committee granted Mr. Green a perforinance contingent restricted stock award for a maximum of 15,000
shares under the 2007 Restricted Stock Plan. The 5.000 share award called for in Mr. Green's employment
agreement is included in this award.

Termination Without
Involuntary Cause or With Good

Termination Reason Following a
without Cause Change in Control
Element ‘ (%) (8
Incremental Benefits Pursuant to Te:mination Event
Cash Severance
Base salary ...........cciiit iiaiiiii i 350,000 350,000
Benefits and perquisites . B ' '
Health and Welfare Benefit Continuation ............... 13,750 13,750
Long-term Incentives
Value of Accelerated Restricted Stock .. .. ...... .o oL R 165,909
Total Value: Incremental Benefits .. ...................... 363,750 © 529,659
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John J. Millerick

Element

Incremental Benefits Pursuant to Termination Event
Cash Severance
Basesalary ... ... ... e
Annual Incentive PlanBonus . . .......................
Benefits and perquisites
Health and Welfare Benefit Continuation ...............
Outplacement Services ... ..........ccoiiiiiirennnnn.
Long-term Incentives
Value of Accelerated Restricted Stock .................
Total Value: Incremental Benefits ........................

Alex A. Van Adzin

Element

Incremental Benefits Pursuant to Termination Event
Cash Severance

Basesalary ................. e
Benefits and perquisites ' '

Health and Welfare Benefit Continuation ............... :

Outplacement Services ... ..........ooviieenarnnnnn..
Long-term Incentives

Value of Accelerated Restricted Stock .................
Total Value: Incremental Benefits . .......................

Donald B. Melson ' L

Element

Incremental Benefits Pursuant to Termination Event
Cash Severance

Basesalary ............ ... ... . . o .

Benefits and perquisites

Health and Welfare Benefit Continuation ...............
Long-term Incentives

Value of Accelerated Restricted Stock .................
Total Value: Incremental Benefits ... .....................
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Termination Without

Involuntary Cause or With Good
Termination Reason Following a
withot(n;)Cause Change in Control
125,000 250,000
— 56,200
6.875 13,750
— 25,000
- 331,884
131,875 676,834
Termination Without
Involuntary Cause or With Good
't Termination Reason Following a
without Canse Change in Control
$) 6]
102,500 205,000
6,875 13,750
— 25,000
— 381,743
109,375 625,493
Termination Without
Involuntary Cause or With Good
Termination Reason Following a
without Canse Change in Control
($) $
23,077 . 23,0M
1,587 1,587
— 298,755
24,664 323,419




DIEECTOR COMPENSATION

The Compensation Committee evaluates the appropriate level and form of compensation for non-employee
directors at least annually and recommends changes to the Board when appropriate. Non-employee directors
receive annual cash retainers, meeting fees, and, subject to approval of the Analogic Corporation Non-Employee
Director Stock Plan by the stockholders at 1the 2008 Annual Meeting of Stockholders, annual equity awards for
their service. No compensation is paid to any director for his or her service as such if that director is an employee
of the Company. For fiscal 2008, the follov/ing compensation changes were made for non-employee Directors:

+  The monthly cash retainer for the Chairman of the Board was increased to $10,000 for fiscal 2008 from

$5,000 for fiscal 2007.

s The annual cash retainer for directors was increased to $25,000 for fiscal 2008 from $15,000 for fiscal
2007.

¢ The annual fee for Chairman of t1e Audit Committee was increased to $6,000 for fiscal 2008 from

$3,000 for fiscal 2007.

Each director of the Company who is not an employee of the Company is entitled to a fee of $1,500 per
meeting for each meeting of the Board or any Board committee attended in person, and a fee of $1,000 per
meeting for each meeting of the Board or any Board committee attended by telephone, together with
reimbursement of travel expenses under certain circumstances. In addition, each director who serves as chairman
of the Compensation Committee or the No ninating and Corporate Governance Committee is entitled to an
annual fee of $3,000. Mr. Gordon, the Conipany’s Chairman of the Board, received compensation in the amount
of $42,333 for service as a director and as '"hairman of the Board in fiscal 2007, $27,083 of which he received
while serving as Executive Chairman of th: Company from November 8, 2006 to May 20, 2007, in which
capacity he served as principal executive officer of the Company, and as an employee of the Company with the
title “Advisor to the President” from May :21, 2007 through July 31, 2007. For serving as the Company’s
principal executive officer and as “Advisor to the President”, Mr. Gordon also received compensation of
$271,247, which was based on an annuaj salary of $350,000.

The table below summarizes the compensation paid by Analogic to its non-employee directors for fiscal
2007.

Fees
Earned
or Paid  Option Al Other
inCash Awards Compensation Total

Name ' $)A)  ($H2H5) () ($)

Bermmard M. Gordon .........c i e 42333 24,021 874,404(3) 940,758
M. ROSS BIOWD & . o o oottt it aa et e 50,000 13,336 230,500(4) 293.836
James 1 Judge ... i 57,000 23473 — 80,473
Michael T.Modic ..o oo it e e e e e 49,000 24,504 — 73,504
Bruce W. Steinhauer . . . ..ot i e 62,500 21,096 — 83,596
John A Tarello . . ..o v et e 77,500 13,336 219,500(4) 310,336
Edward F. Voboril ... ...ttt ia e 60,000 21,096 — 81,096
Gerald W, WIHISon . . ... it e e e i an s 66,000 21,096 . —- 87.096

Fred B.Parks(6) ... ..ot i e e _ — —_ —

(1) The next table further describes the information included in the Fees Paid column.

(2) This column represents the dollar amount we recognized for financial statement reporting purposes with
respect to fiscal 2007 related to stock option and restricted stock awards in accordance with SFAS
No. 123(R), disregarding the estimat:: for forfeitures, and thus includes amounts for stock option and
restricted stock awards granted in prior years. There were no stock option or restricted stock awards issued
to directors in fiscal 2007. Additiona. information can be found in Note 3 to the consolidated financial
statements included in the Company’s Annual Report on Form 10-K for fiscal 2007.
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(3) This represents compensation received by Mr. Gordon for serving as the Company's principal executive
officer from November 8, 2006 through May 20, 2007, and as an employee of the Company with the title
“Advisor to the President” from May 21, 2007 through July 31, 2007. For additional details, see pages 11
and 12 of this Form 10-K/A.

(4) This represents discretionary compensation received for advisory services provided to the Company during
tiscal 2007.

(5) The non-employee directors have the following outstanding stock option awards as of July 31, 2007:
Mr. Gordon: 0; Mr. Brown: 0; Mr. Judge: 5,000, Mr. Modic: 10,000; Mr. Steinhauer: 10,000; Mr Tarello:
0; Mr. Voboril: 10,000; Mr. Wilson: 5,000; and Mr. Parks: 0.

(6) Mr. Parks was not a director of the Company during fiscal 2007,

The following table further describes the information included in the Fees Paid or Paid in Cash column in
the preceding table.

Corporate
Governance
. and
Board Board Audit Compensation Nominating
Annual  Chairman Meeting Committee Committee Committee
Retainers Fee Fees Fees Fees Fees Total
Name : (L] ® - (%) %) $) $) - (t3)
Bernard M. Gordon .. ......... 7,500 23,333 10,000 — — 1,500 42,333
M.RossBrown .............. 15,000 — 23,500 — _ 11,500 50,000
JamesJ. Judge............... 15,000 — 18,000 12,000 — 12,000 57,000
Michael T. Modic ............ 15,000 L — 16,000 — ' 7,000 - 11,000 49,000
Bruce W. Steinhauer . .. ....... 15,000 — 16,500 6,500 9,500 15,000 62,500
JohnA.Tarello .............. 15,000 17,500 23,000 = 9,000 13,000 77,500
Edward F. Vobonl ........... 15,000 — 15,500 6,500 10,000° 13,000 60,000
Gerald W. Wilson . ........... 15,000 — 20,500 6,000 13,000 11,500 66,000

FredB.Parks ............... —  — — — — - _

In June 1996, the Board adopted and the stockholders approved at the January 1997 Annual Meeting of
Stockholders, the 1997 Non-Qualified Stock Option Plan for Non-Employee Directors, which was amended by
the Board on December 8, 2003, and approved by the stockholders at the January 2004 Annual Meeting of the
Stockholders, and as further amended by the Board on September 20, 2006 (the “1997 Plan”). Pursuant to the
1997 Plan, options to purchase 150,000 shares of Common Stock may be granted only to directors of the
Company or any subsidiary who are not employees of the Company or any subsidiary. The exercise price of
options granted under the 1997 Plan is the fair market value of the Common Stock on the date of grant. The 1997
Plan provides that each new non-employee director who is elected to-the Board shall be granted an option to
acquire 5,000 shares, effective as of the date on which he or she is first elected to the Board.

The 1997 Plan further provides that every four years from the date on which a non-employee director was
last granted a non-employee director option, that non-employee director shall be granted an option to acqmre
5,000 shares, effective as of the date of that fourth anniversary.

Options granted under the 1997 Plan become exercisable in three equal annual installments on each of the
first three anniversaries of the date of grant, and expire ten years after the date of grant. No grants of options to
purchase the Company’s Common Stock were made under the 1997 Plan to any of the directors in fiscal 2007.
Upon his election as a director in August 2007, Mr. Parks was granted an option for 5,000 shares pursuant to the
1997 Plan.

The 1997 Plan is administered by members of the Board.
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Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
' Matters .

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth information as to all persons (including any “group”, as defined in section
13(d)(3) of the Exchange Act) known by th: Company to have owned beneficially 5% or more of its Common
Stock as of December 31, 2006, and as to the beneficial ownership of the Company's Common Stock by each of
the Company’s directors and Named Executive Officers and all of the Company’s directors and executive
officers as a group, as of October 31, 2007. Beneficial ownership is determined in accordance with the rules of
the SEC. These rules generally attribute beneficial ownership of securities to persons who possess sole or shared
voting power or investment power with res:ect to those securities and include shares of common stock issuable
upon exercise of stock options that are imm ediately exercisable or exercisable within 60 days after October 31,
2007. In computing the number of shares of common stock beneficially owned by a person and the percentage
ownership of that person, we deemed outstanding shares of common stock subject 1o options held by that person
that are currently exercisable or exercisable within 60 days after October 31, 2007. Except as otherwise indicated,
to the Company’s knowledge, the persons identified below have sole voting and sole investment power with
respect to shares they own of record.

. Amount and Nature of
Name of Beneficial Owner. . : Beneficial Ownership  Percent of Class

5% Stockholders o : '

T. Rowe Price Associates, InC.A1) ...\t uoren e iiiaaananns 1,081,480 7.7%
t00 East Pratt Street T : . :
Baltimore, Maryland 21202 ) o .-

Artisan Partners, LP{2) . . .. .. .. . s 1,065,600 7.6%

875 East Wisconsin Avenue, Suite 80)
Milwaukee, Wisconsin 53202-3197
Dimensional Fund Advisors LP(3) ..... ... ... . ... .. i, 846,478 6.06%
1299 Ocean Avenue
Santa Monica, California 90401
Advisory Research, Inc.(4) ........ ... . i 730,840 5.234%
180 North Stetson Street, Suite 5500 '
Chicago, Illinois 60601 .
Barclays Global Investors, NA.(5) ..... ... ittt iiien 721,410 5.16%
5 Fremont Street )
San Francisco, California 94105-222¢

Directors . . : ) .
M.RossBrown.............. e e e 0 *
Michael T.MoOdiC . ..o it e e et aa s 8,334(6) *
Edward F. Voboril . ...t it i annnns 10,000(7) *
Bemard M. Gordon ........oiiir i i 6,000(8) *
John A . Tarello . ... oo e e e 0 *
James W. Green ... ..o it it e e 17,500 *
Fred B. Parks ... oivitr et e e 0 *
JamesJ. Judge ... . .. 3,3349) *
Bruce W. Stelnhauer .. ... ... ...t e 14,000(10) *

*

Gerald L. WAISOM .« v v v et e e e e e e e e e 8,000(11)
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Amount and Nature of

Name of Beneficial Owﬁer ' Beneficial Ownership  Percent of Class

Named Executive Officers (Other than Mr. Green, listed above)

All Current Directors and Executive Officers as a Group (14 persons) .. .. 110,096(14)

*

1)

2)

3)

4)

3)

(6}
{7
(8

&)

Edmund F. Becker, Jr. ...... ...t 17.479(12)
JohnJ. Millerick .............. ..o, e 8,199
Alex A VanAdzin . ... ... e 10,750(13)
Donald B.Melson . ......vvtin i e e © 6,500

* OX ¥ ¥ ¥

Represents less than 1% ownership.

Based solely on a Schedule 13G/A filed with the SEC on February 13, 2007, which presents information as
of December 31, 2006. These shares are owned by various individual and institutional investors for which T.
Rowe Price Associates, Inc. serves as investment advisor with sole voting power as to 217,400 shares and
sole dispositive power as to 1,081,480 shares, For purposes of the reporting requirements of the Exchange
Act, T. Rowe Price Associates is deemed to be a beneficial owner of such securities; however, T. Rowe .
Price Associates, Inc. expressly denies that it is, in fact, the beneficial owner of such securities,

Based solely on a Schedule 13G filed with the SEC on January 26, 2007, which presents information as of
December 31, 2006, This Schedule 13G/A was filed on behalf of Artisans Partnership Limited Partnership,
Artisan Investment Corporation, Andrew A Ziegler, and Carlene Murphy Ziegler, pursuant to a Joint Filing
Agreement, a copy of which is attached as Exhibit 1 to said schedule. Each of Artisans Partnership Limited
Partnership, Artisan Investment Corporation, Andrew A Ziegler, and Carlene Murphy Ziegler have shared
voting power as t0 914,700 shares and shared dispositive power as to 1,065,600 shares,

Based solely on a Schedule 13G/A filed with the SEC on February 9, 2007, which presents information as of
December 31, 2006.

Based solely on a Schedule 13G filed with the SEC on February 20, 2007, which presents information as of
December 31, 2006.

Based solely on a Schedule 13G filed with the SEC on January 23, 2007, which presents information as of
December 31, 2006. ’

Includes 8,334 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007.
Includes 10,000 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007,

The shares reported above are owned by The Bernard Gordon Charitable Remainder Unitrust Trust (the
“Trust”), of which Mr. Gordon serves as a Co-Trustee. The Trustees have full power to vote or dispose of
the shares held by the Trust. Upon the death of Mr, Gordon, all of the assets of the Trust, in general, will be
distributed to The Gordon Foundation, a section 501(c)(3) trust under the United States Internal Revenue
Code of 1986, as amended, formed by Mr. Gordon with its principal office located at 14 Electronics
Avenue, Danvers, Massachusetts.

Includes 3,334 shares issuable upon exercise of options exercisable within 60 days of October 3 1, 2007.

(10} Includes 10,000 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007.

(11} Includes 5,000 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007.

(12) Includes 4,000 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007.

(13) Includes 1,750 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007.

(14) Includes 42,418 shares issuable upon exercise of options exercisable within 60 days of October 31, 2007.

Securities Authorized for Issuance Under Equity Compensation Plans

See “Securities Authorized for Issuance Under Equity Compensation Plans” in Item 5 of the Company’s

Annual Report on Form 10-K filed on September 27, 2007.
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Item 13. Certain Relationships and Related Transactions, and Director Independence
Certain Relationships and Related Transa« tions

During fiscal 2007, M. Ross Brown and John A. Tarello received payments from the Company of $230,500
and $219,500, respectively, for consulting services provided to the Company. The Company does not currently
have in place a policy for approving related pi:rson transactions.

Director Independence

Under NASDAQ Marketplace Rules applicable to the Company, a director of the Company quatifies as an
“independent director” only if, in the opinion of the Board, that person does not have a relationship which would
interfere with the exercise of independent judyment in carrying out the responsibilities of a director. The Board -
has determined that none of James J. Judge, Michael T. Modic, Fred B, Parks, Bruce W. Steinhauer, Edward F.
Vaoboril, or Gerald L. Wilson has a relationship which would interfere with the exercise of independent judgment
in carrying out the responsibilities of a direcicr, and that each of these directors is an “independent director” as
defined under Rule 4200(a){15) of the NASD.AQ Marketplace Rules. The Board also has determined that all of
the current members of the Company’s Audit, Compensation, and Nominating and Corporate Governance
Committees are independent as defined under NASDAQ rules.

Item 14. Principal Accountant Fees and Scrvices

The following table summarizes the fees billed to the Company by its independent registered public
accounting firm:

Fiscal 2607 Fiscal 2006
(In Thousands) (In Thousands)
Audit Fees(a) .. ... .. ... i e $1,590 $2,533
Audit-Related Fees(b) . ... ... ... o i 34 32
Tax Fees(C) ... i i e e e 79 170
AllOtherFees(d) .. ... .. i i e i aeean 3 4
$1,706 $2,739

(a) Fees for audit services billed related to fiscal 2007 consisted substantially of the following:
*  Audit of the Company’s July 31, 2007 annual financial statements
= Reviews of the Company’; quarterly financial statements in fiscal 2007

» Internal control attestation procedures as required by the Sarbanes-Oxley Act of 2002,
Section 404

Fees for audit services billed related to fiscal 2006 consisted substantially of the following:
e Audit of the Company’s July 31, 2006 annual financial statements
»  Reviews of the Company’; quarterly financial statements in fiscal 2006

»  Internal control attestation procedures as required by the Sarbanes-Oxley Act of 2002,
Section 404

(b) Fees for audit-related services billed related to fiscal 2007 and fiscal 2006 consisted of the following:
+  Filing of SEC Form S-8 ard 8-K

(¢) Fees for tax services billed related 1c fiscal 2007 and fiscal 2006 consisted substantially of the
following:

« U.S. and foreign tax comp .iance

¢ Tax planning and advice si:rvices relating to international restructuring plan
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{d) All other fees related to fiscal 2007 and 2006 consisted primariiy of licenses to a web-based accounting
research tool and a automated accounting disclosure checklist.

The fees related to the services above were approved by the Audit Committee.

The Audit Committee has adopted a policy in its charter to pre-approve all services (audit and non-audit) to
be provided to the Company by its independent registered public accounting firm, except that de minimis
non-audit services may be approved in accordance with applicable SEC rules, including paragraph (c)(7)(1)%C) of
Rule 2-01 of Regulation 5-X. In considering the nature of the services provided by the independent registered
public accounting firm, during fiscal 2007 and fiscal 2006 the Audit Committee determined that such services are
compatible with the provision of independent audit services. The Audit Committee discussed these services with
Company management and the independent registered public accounting firm to determine that they were
permitted under the rules and regulations concerning auditor independence promulgated by the SEC and the
American Institute of Certified Public Accountants. None of the services above were approved by the Audit
Committee pursuant to the exception set forth in paragraph (c)(7)(i)(C) of Rule 2-01 of Regulation S-X.
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PARTIV-

Item 15, Exhibits and Financial Statemcnt Schedules
1. Financial Statéments -
Management’s Annual Report on Inteinal Control over Financial Reporting
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sflqets at July 31, 2007 and 2006
Consolidated Statements of Operation: for the years ended July 31, 2007, 2006 and 2005
Consolidated Statements of Stockholders’ Equity for the years ended July 31, 2007, 2006 and 2005
Consolidated Statements of Cash Flows for the years ended July 31, 2007, 2006 and 2005
Notes to Consolidated Financial Staternents
The above-referenced items were included as part of the original filing of the Form 10-K on September 27, 2007.
2. Financial Statement Schedule li-—Valuation and Qualifying Accounts

The above-referenced Schedule was included as part of the original filing of the Form 10-K on
September 27, 2007.

Other schedules have been omitted because they are not required, not applicable, or the required information
is furnished in the consolidated statements or notes thereto

3. Exhibits

The attached Exhibit Index lists the additional exhibits being filed with this Form 10-K/A.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
; has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,

ANALOGIC CORPORATION

Date: November 28, 2007 By /s/ IAMES W. GREEN

James W. Green
President and Chief Executive Officer
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INDEX TO EXHIBITS

Title

Incorporated by Reference to

Certification of Chief Executive Officzr pursuant to
Rule 13a-14(a)/Rule 15d-14(a) of the Securities
Exchange Act of 1934, as amended

Certification of Chief Financial Officor pursuant to
Rule 13a-14(a)/Rule 15d-14(a) of the Securities
Exchange Act of 1934, as amended
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Name

Analogic Limited ................... ... ... . ....
ANALOGIC FOREIGN SALES CORPOFATION ....
Analogic Holding Luxembourg S.a.r.l.
ANALOGIC SECURITIES CORPORATION ........
ANADVENTURE Il CORPORATION . .............
ANA\DVENTURE 3 CORPORATION .............
ANADVENTURE DELAWARE, INC.

AnaSky Limited (formerly known as
SKY COMPUTERS, INC) ......... ... ... ..

ANATEL COMMUNICATIONS CORPORATION ...
ANEXA Corporation ............... ... coooon..
Anexa Financial Services, Inc. ....................
ANRAD CORPORATION .......................
B-K Medical Holding ApS .......................
B-KMedical ApS . .......... .. L
B-KMedical AB ......... ... ... ... ...l
B-K Medical {(Asia) Pte. Ltd.
B-K Medical Benelux NV/SA .. ... ... .. .........
B-K Medical Medizinische Systeme GmbH ..........
B-KMedicale Sr.L ............... oo
B-K Medical Systems, Inc.
B-K Medical (China) Limited .....................
FTNI Inc.
International Security Systems Corporation ..........
SKY Computers (Europe) Ltd.
Sound Technology, Inc.

EXHIBIT 21

Jurisdiction of
Incorporation

Massachusetts

U.S. Virgin Islands
Luxembourg
Massachusetts
Massachusetts
Massachuseits

Delaware

Massachusetts
Massachusetts
Massachusetts
Massachusetts

Province of Nova Scotia, Canada
Denmark

Denmark

Sweden

Singapore

Belgium

Germany

Italy

Massachusetts

Hong Kong

Province of Quebec, Canada
Massachusetts

England

Pennsylvania




EXHIBIT 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements of Form 8-8
(File Nos. 033-05913, 33-53381, 33-27372, 333-40715, 333-55588, 333-113039, 333-113040, 333-129010, and
333-143743) of Analogic Corporation of our report dated September 27, 2007 relating to the financial statements,
financial statement schedule, and the effectiveness of internal control over financial reporting, which appears in
this Form 10-K. '

fsf PricewaterhouseCoopers LLP

Boston, Massachusetts
September 27, 2007




EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO RULE 13a-14(a)/
RULE 15d-14(a) OF THE SECCURITIES EXCHANGE ACT OF 1934, AS AMENDED

I, James W. Green, certify that:

1.

I have reviewed this Annual Report on Form 10-K of Analogic Corporation:

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure ¢ ontrols and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiarics, is made known to us by others within those
entities, particularly during; the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting 1o be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusion:; about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report ary change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual repcrt) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internat control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a)  All significant deficiencics and material weaknesses in the design or operation of internal control
over financial reporting v/hich are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b)  Any fraud, whether or nct material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

fs/  JAMES W. GREEN
Date: September 27, 2007 James W. Green

President and Chiel Executive Officer
(Principal Executive Officer}




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO RULE 13a-14(a)/
RULE 15d-14(a) OF THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED

I, John J. Millerick, certify that:

1.

I have reviewed this Annual Report on Form 10-K of Analogic Corporation:

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4.  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and §5d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules [3a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reperting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

dy Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reperting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b)  Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

/s/  JOHNJ. MILLERICK
Date: September 27, 2007 John J. Millerick

Chief Financial Officer
(Principal Financial Officer)




Exhibit 31.3

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO
RULE. 13a-14(a}/RULE 15d-14(a) OF
THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED

I, James W. Green, certify that:
1. Ihave reviewed this Annual Report on Form 10-K/A of Analogic Corporation; and

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to :nake the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report.

fsflames W. Green
Date: November 28, 2007 James W. Green

President and Chief Executive Officer
(Principal Executive Officer)




Exhibit 31.4

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO RULE 13a-14(a)/RULE
15d-14(a) OF
THE SECURITIES EXCHANGE ACT OF 1934, AS AMENDED

I, John J. Millerick, certify that:
1.
2.

I have reviewed this Annual Report on Form 10-K/A of Analogic Corporation; and

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report.

fs/John J. Millerick

John J. Millerick

Chief Financial Officer
{Principal Financial Officer)

Date: November 28, 2007




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS
ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Analogic Corporation (the “Company”) for the
fiscal year ended July 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report’), the undersigned, James W. Green, President and Chief Executive Officer of the Company, hereby
certifies, pursuant to 18 U.S.C. Section 1350, that, to the best of his knowledge:

(1) the Report fully complies with th: requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended; and

{2) the information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company. :

/s!  JaMES W. GREEN

Date: September 27, 2007 James W. Green .
President and Chief Executive Officer

{Principal Executive Officer)




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS
ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Analogic Corporation (the “Company”) for the
fiscal year ended July 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the
“Report™), the undersigned, John J. Millerick, Chief Financial Officer of the Company, hereby certifies, pursuant
to 18 U.S.C. Section 1350, tha, to the best of his knowledge:

(1} the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

fs/  JoHN ]. MILLERICK

Date: September 27, 2007 John J. Millerick
’ Chief Financial Officer

(Principal Executive Officer)
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